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EXECUTIVE SUMMARY 
There has been little, if any, empirical work directly related to Azerbaijan’s liberalization 
of trade and WTO accession process. The dearth of analytical information has limited 
the Government’s ability adopt appropriate guidelines and adjustment programs aimed 
at facilitating the accession process. It has also created a situation where the private 
sector lacks basic information on the opportunities that accession would provide and 
some of the associated transition challenges that they might face. This report aims to 
provide information about the prospective impact of trade and investment liberalization, 
especially for those economic sectors likely to be characterized as non-competitive in 
the post-WTO accession period. It also seeks to provide some guidelines on policy and 
institutional adjustment options and mechanisms that could help cushion the transition 
process for entrepreneurs and workers whose predominant source of income is related 
to those sectors.  
The first part of the report examines the structure and growth trends of non-oil economy, 
especially in terms of vulnerable non-competitive segments of the economy. It also 
covers market access issues and the macro-policy environment for trade, focusing on 
macroeconomic and structural constraints on the expansion of the SME sector. The 
next part evaluates the overall effects of Azerbaijan’s trade liberalization as it related to 
the impact of the trade and investment integration processes on future sectoral GDP 
and employment growth performances. For comparative purposes, it describes the 
trade and investment liberalization experience in other transition and developing 
economies. It then analyzes possible effects of liberalization on protected non-oil 
industries, based on calculated effective rates of protectionestimated for each of the 
major non-oil industries in the country. The next part assesses the likely impact of 
liberalization on poverty levels and income distribution associated with income growth. 
Finally the report provides a set of policy and institutional adjustment options and 
mechanisms to cushion the transition process, as well as an action plan and transition 
strategy to maximize impact of the trade and investment integration. 
Openness and Growth 
A growing openness of Azerbaijan’s non-oil sectors associated with liberalization would 
deepen the close link of the country’s economic growth with the global economy, and 
increase the transmission of trade, cross-border investments and international financial 
activities in the Azerbaijani non-oil economy. Our estimates of the international 
transmission of income and other changes on Azerbaijan separate the long-run or 
equilibrium relationships between domestic income and foreign income from the short-
run or dynamic disequilibrium components of those relationships. The adjustment 
process of these transmissions is based on an estimate of the relationship of real GDP 
growth of Azerbaijan to changes in real GDP growth in the global regional economies. 
Our estimates show a strong response of Azerbaijan to changes in international 
economic activity, so that greater openness would allow the economy to expand as a 
result of improvements in the global economy.  
Nevertheless, Azerbaijan has a relatively low international competitiveness ranking in 
terms of both its macro and micro-economic indicators affecting trade and investment. 
Its low international ranking pervades three broad categories: (a) trade policies that give 
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rise to domestic trade barriers and create impediments to foreign market access, (b) 
relatively high factor inputs costs, and (c) exchange rate policies that lower Azerbaijan’s 
international competitiveness. For microeconomic factors affecting trade and 
investment, Azerbaijan’s ranking of impediments to doing business across borders 
ranks in the bottom 15 percent of countries for time and cost of processing of imports 
and exports. For imports, the number of documents required for processing is only 
exceeded by Kazakhstan and the Central African Republic; for exports, the cost of a 
container is only exceeded by Kazakhstan, Tajikistan, Iraq and some African countries.  
At the macro-level Azerbaijan’s oil sector boom has created a ‘Dutch disease’ that is 
undermining the competitiveness of the non-oil sector through an appreciation of the 
real exchange rate and by raising factor input costs. As a result, the rapid expansion of 
the oil export sector, which now comprises over one-half of the economy, runs the risk 
of impeding growth in the non-oil sector and promoting the rapid repatriation of profits 
from the oils sector, as is already occurring in 2007-08. Our calculations of the effective 
exchange rate for Azerbaijan suggest the need for a prudent investment strategy of the 
Government’s oil revenues in agriculture and other non-oil productive sectors to ensure 
that currency appreciation does not deepen the existing dual economy. If Azerbaijan’s 
currency appreciates because of the Dutch disease effects of oil exports, improving the 
efficiency of markets and increasing emphasis on higher-value agricultural products will 
be essential to maintaining export competitiveness. In this context, the future 
opportunity for growth and prosperity in Azerbaijan lies in building on the competitive 
advantages of the country. 
In addition, market distortions influence the domestic price level relative to the border 
price level, and therefore they affect the extent to which Azerbaijan’s exchange rate is 
over or under-valued. We have measured the degree of boarder distortions on the 
official exchange rate through the shadow exchange rate, which incorporates into the 
official exchange rate the effect of relative price changes arising from commercial 
policies in the form of tariffs and nontariff barriers to trade and export subsidies and 
taxes.  
Protection of Import-Substituting and Export-Oriented Industries 
Apart from their important contribution to government revenue, tariffs continue to be 
used to protect the local market for domestic industries that would otherwise be 
vulnerable to foreign competition. Tariff escalation by stages of production in Azerbaijan 
reinforces import-substitution policies and favors the least beneficial kinds of production 
that have little value added for the economy. Tariff escalation promotes the production 
of final goods in place of intermediate and capital goods, other material inputs, and non-
traded commodities, which is typical of the now-disfavored import-substitution policy, 
and imposes a heavy cost on consumers and some producers for the benefit of others. 
The magnitude of protection afforded by Azerbaijan’s current tariff structure can be 
measured by the effective rate of protection (ERP). In contrast to the nominal rate of 
protection (NRP) that calculates the extent of protection by the difference between the 
border price of foreign-made products and the price of domestic import-substitutes 
made by local producers, the ERP measures the increase in value-added of the 
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protected industry over value added of that same industry measured in terms of border 
prices.  
The incidence of tariff reductions on inputs and final products differs between import-
substitution industries and export-oriented ones. The approach used to measure the 
incidence of the ERP in Azerbaijan and the effects of liberalization therefore separates 
the calculation for export-oriented industries from those for import-competing ones. The 
distinction is critical to the output and employment effects arising from Azerbaijan’ trade 
liberalization because tariffs protect the import-substituting industries but not the export-
oriented ones. For import-substituting industries, the tariff on the final good acts as a 
subsidy to the industry, while the tariff on inputs acts as a tax. Protection granted to final 
goods therefore increases returns to value-adding factors in those industries. Higher 
protection on outputs raises the domestic prices for import-competing goods and 
increases the returns for their production. Taxes on intermediate inputs, however, 
reduce the returns to value adding factors. For export-oriented industries, there are no 
benefits to be derived from domestic protection on their output. Instead the industries 
confront world prices for their sales, while being taxed on their inputs through the tariffs 
they paid on imported inputs. The effect of the Azerbaijan tariff regime on these 
industries is always negative because of the cost-increasing effects of higher prices for 
intermediate goods.  
Effective protection estimates for import-competing production, together with the 
underline input and output tariff and input coefficients, have been estimated for major 
seventeen non-oil industries: manufacture of tobacco products; textile products; 
furniture manufacturing; radio, television, communication equipment and apparatus; 
agricultural crops; food products; leather, leather products and footwear; rubber and 
plastic products; motor vehicles; trailers and semi-trailers; livestock products; medical, 
precision and optical instruments; watches and clocks; wood products; electrical 
machinery and apparatus; publishing, printing and reproduction of recorded materials; 
chemical products; fabricated metal products; and machinery and equipment. The 
disaggregated estimates reveal a high degree of ERP variability across industries. Five 
industries (tobacco products; textiles; furniture; radio, television, communication 
equipment and apparatus; coke and refined petroleum; and agricultural crops) have 
ERPs import-substitution estimates exceeding 25 percent. ERPs import-substitution 
estimates for those five sectors range from 26 to 43 percent demonstrating higher 
returns for their production.  
The implications of the escalating nature of the tariff structure for the incentive structure 
for domestic manufacturing is demonstrated by the ERP estimates for individual 
industries. Since the nominal protection rates(NRP) on final goods are generally higher 
than those on intermediate goods, the net effect of the nominal tariff structure has been 
to produce ERPs that exceed the nominal tariff rate in most industries. The rank 
correlation coefficient between NRP and ERP across the tobacco products, textiles 
products, furniture manufacturing, radio, television, communication equipment and 
apparatus, agricultural crops, manufacture of food products, leather and leather 
products and other sectors within manufacturing and food related industry is rather 
weak. The finding points to the importance of intermediate tariffs in determining the net 
production or protective effect of the tariff structure. 
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For export-oriented industries, tariffs on tradable inputs used can create an anti-export 
bias. Those industries attempting to export rather than sell in the domestic market 
receive no output tariff protection but must nevertheless pay the protected input costs of 
tradable inputs. The negative effects from the higher costs of inputs are greatest for 
tobacco products. While these duties on inputs are in principle offset by the existing 
duty-drawback scheme, administrative obstacles and delays often prevent them from 
using the scheme. A key inference from this finding is that, while various indirect 
measures to counterbalance the anti-export bias of the protectionist regime seem to 
have had some effect, they are unlikely to have achieved the desired neutrality in the 
incentive structure even if the efficiency of their implementation were substantially 
improved. More importantly, there is a considerable bias against exporting in several of 
the sectors where a country of Azerbaijan’s level of development has ample scope of 
achieving export success, such as in coke and refined petroleum products, food 
products, rubber and plastic products. While there is much room to improve the efficacy 
of the duty rebate scheme and other tax exceptions, the objective of removing anti-
export bias cannot be achieved through these cushioning measures alone, without 
further actions to rationalize the tariff structure. 
For import-substituting industries the output and employment effects of trade 
liberalization vary considerably across the industries, and not all industries are likely to 
experience a decrease in the value of their output. This would occur in those industries 
where the tariff on inputs is substantially higher than that on their outputs, notably 
machinery and equipment, fabricated metal products, chemicals, and wood products. In 
others where the tariffs on final products are significantly higher than those for their 
inputs, the effect of an across-the-board tariff cut would have a large negative impact on 
the output value of the industries (food products, agricultural crops, livestock, and 
tobacco products). Since agricultural products are the most negatively affected, it is 
these products that suffer the largest decline in the value of their output.  
Potential Impact on Poverty 
The vulnerability of the poor to trade liberalization comes from (a) price-related changes 
in the goods that they produce and consume, and (b) how it affects the Government’s 
support programs for the poorest members of society, financed in whole or in part by 
trade tax revenues. We use the so-called accounting approach to poverty reduction to 
examine the channels through which growth can impact the poor. In this approach, 
changes in poverty are decomposed into a ‘growth effect’ in which changes in poverty 
are associated with changes in real GDP growth of the non-oil sectors in Azerbaijan, 
and a ‘distribution effect’ in which changes in poverty are related to changes in income 
distribution. The growth effect is measured in elasticity terms as the percentage change 
in poverty associated with a one percent change in real non-oil GDP; similarly, the 
distribution effect is measured by the ‘inequality elasticity’ relating the percentage 
change in poverty to a one percent change in income distribution, measured by the Gini 
coefficient. 
The nature of the poverty response to economic growth can be ascertained from the 
distribution-corrected rate of growth in average income. This effect has been measured, 
first, by calculating the overall responsiveness of poverty to changes in real non-oil GDP 
and, second, by decomposing the effect into that portion associated with economic 
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growth and that portion associated with income inequality. The first calculation yields 
the ‘elasticity of poverty’, and is measured as the percentage change in absolute 
poverty incidence relative to the growth rate of income.  
We find the average of poverty elastic of near unity to be about average for the 
comparator countries in Asia, while the inequality elasticity is considerably under that 
estimated for other economies. The magnitude of these growth and inequality effects 
allows us to determine the extent to which economic policies have favored the poor. 
Growth is strongly pro-poor when inequality declines during a period of growth; it is 
moderately pro-poor when inequality rises but poverty still declines due to economic 
growth; and growth is anti-poor when inequality rises and economic growth increases 
poverty. For Azerbaijan, the results show that the pro-poor growth index has been 0.65 
suggesting that economic policies have been moderately pro-poor. For growth to be 
strongly pro-poor, the growth rate of the income of the poor would have had to be 
greater than the average growth rate, thereby lowering inequality. 
Recommendations for a Transition Strategy 
Based on the findings of the study, several recommendations are proposed on the 
major elements of a transition strategy aimed at minimizing the socio-economic 
costs associated with those adjustments for the potentially vulnerable non-competitive 
segments of the economy. First, economic growth and openness are undoubtedly the 
single most important source of poverty reduction insofar as it improves the mean 
income of the population. However, in Azerbaijan the redistribution effect of growth is 
negative for poverty since growth tends to promote incomes of the higher income 
groups more than those of lower income groups. Although we have not investigated the 
causes of increased inequality, there is abundant evidence that structural adjustment 
programs can negatively affect the poor in the short run. For this reason, the 
Government will need to adopt trade pro-poor policies that redress income inequality by 
targeting human resource development for poor people. Growth, but not trade, policies 
are included in the Government’s plan under priority public expenditures on health, 
education, agriculture and rural development.  
Second, a reversal of the current appreciation of the real cross-rate of the manat with 
other currencies would improve the regional competitiveness of agricultural products 
and other non-oil activities, and have a particularly positive effect on rural incomes. An 
improved terms-of-trade between tradables and non-tradables would strengthen income 
distribution because the agricultural sector employs most of the Azerbaijani labor force, 
and the rural sector contains most of the poor. Since most agricultural exports are 
directed to countries whose currencies are being devalued against the US dollar, 
Azerbaijan will need to ensure that domestic costs remain low if it is to regain its 
exchange rate competitiveness.  
Third, the findings suggest that the burden of adjustments will fall most heavily on 
production factors employed in import competing industries. These losses can be 
substantial for certain workers and SMEs. Trade liberalization is likely to induce the 
relocation of workers. If obstacles to this relocation process exist, it may result in 
temporary unemployment in addition to the level of unemployment already prevailing in 
the non-oil sectors of the economy. These temporary increases in unemployment 
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represent adjustment costs for an economy, as the economy loses the value added 
normally generated by those idle workers.  
Finally, trade policy reforms need to become part of the mainstream poverty reduction 
strategy since trade in goods and services could drive economic growth and the 
reduction of poverty. Liberalization of trade, in particular, could have a large positive 
effect on poverty as resources are shifted from import-substitution industries to export-
oriented activities and unskilled labor-intensive exports that generate employment and 
income for the poor. However, the accompanying short-term reduction in government 
revenue from trade taxes could represent a disincentive to an outward-oriented 
government strategy. Without a compensating revenue expansion or expenditure 
cutback, the fiscal deficit could expand and generate a series of price and exchange 
rate adjustments that would undermine the Government’s growth and poverty reduction 
efforts.  
Azerbaijan still lacks a trade strategy that is well-integrated into the Government’s 
mainstream growth and poverty reduction strategy. Part of the problem is that trade 
policy reforms have mainly responded to the needs of the oil sector as a means of 
promoting investment into the sector. The other problem is the lack of an integrated 
trade and exchange rate policy framework. Large oil revenues in the near term have 
reduced the country’s dependence on trade taxes for fiscal revenue to a broad tax 
revenue base. Progress still needs to be made in addressing how improvements in the 
country’s exchange rate competitiveness can become a source of economic growth and 
non-oil trade. If trade liberalization results in improved market operations and is 
accompanied by a more competitive exchange rate with trading partners, producers of 
agricultural products would benefit, rural incomes would improve and poverty would be 
reduced. 
1. INTRODUCTION 
Azerbaijan applied for accession to the World Trade Organization (WTO) in 1997 and since 
2002 has been involved in bilateral negotiations with members of its Working Party on a broad 
range of issues, including most recently the revised market access offers in goods and services. 
As the accession process has accelerated, different interest groups have expressed concern 
not only with the aggregate effects of trade liberalization, but also on the effects and impact that 
WTO membership would have on the poor and other vulnerable segments of the economy. Of 
particular concern is that competitive pressure resulting from accession could cause negative 
effects on non-competitive sectors and result in increased unemployment and poverty. The aim 
of this report is to identify and assess the likely adjustments that would result from Azerbaijan’s 
accession and to make recommendations on an appropriate transition strategy that would 
minimize the socio-economic costs associated with those adjustments for potentially vulnerable 
non-competitive segments of the economy. 
1.1 COVERAGE OF POTENTIALLY NON-COMPETITIVE ECONOMIC SEGMANTS 
The vulnerable groups or sectors of an economy facing a potentially negative impact from trade 
liberalization can be classified into the following three broad segments:  
 Import substituting industries that are protected by high tariffs and non-tariff barriers (NTBs) 
to trade, especially those whose production is dominated by micro, small and medium size 
enterprises (MSMEs);  
 The poor who are susceptible both to (a) price-related changes in the goods that they 
produce and consume, and (b) government support programs for the poorest members of 
society, financed in whole or in part by trade tax revenues; 
 Non-tradables industries that depend on imported inputs and compete with tradable 
industries for labor.  
Trade liberalization will usually lead to a fall in import prices and therefore the cost of inputs to 
the non-tradable industries. However, the effect on wages and employment is more ambiguous. 
These industries include non-tradable services that use tradable service industries like those in 
information technology and banking for back-office operations. 
1.2 CHANNELS OF TRADE POLICY TRANSMISSIONS TO VULNERABLE SEGMENTS 
The most important effect of trade liberalization on vulnerable segments of the Azerbaijani 
economy is through its impact on economic growth. Trade liberalization has been found to lead 
to substantial dynamic benefits to economies from direct price and market access benefits, as 
well as the greater investment in capital stocks and the reallocation of resources to reflect a 
country’s comparative advantage because of efficiency gains from increased competition.1 
Economic growth has in turn been shown to successfully lower poverty levels.2   
                                            
1 See, for example, Harrison, G.W., T.F. Rutherford and D.G. Tarr (1996), ‘Quantifying the Uruguay Round’, in The 
Uruguay Round and the Developing Countries, edited by W. Martin and L.A. Winters, Cambridge: Cambridge 
University Press. 
2 For example, studies carried out for a cross-section of countries by Dollar and Kraay (2000), Chen and Ravallion 
(2000), Gallup et al. (1998) and Lundberg and Squire (2000) have demonstrated that, on average, economic growth 
at the national level leads to a proportional growth in the incomes of the poor within those countries. 
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How trade liberalization affects vulnerable segments of the economy requires a detailed 
understanding of the pathways or channels through which such influence may occur. Figure 1 
shows the different transmission mechanisms between trade openness following liberalization 
and the different vulnerable segments of an economy. At the border the price of imports is, for 
the most part, that of the world price of the good. Entering the country, the good faces the tariff 
and other border fees plus the exchange rate, which combine to define the post-tariff border 
price. Once inside, the good confronts domestic taxes, distribution and regulatory costs from the 
port to major centers that generally add up to the wholesale price. Moving through the 
distribution process, the good faces additional taxes and processing costs until it is sold to the 
consumer at its retail price. The same process occurs to exports, but in the reverse order. Once 
an export good is produced and enters the domestic marketing channels, it incurs costs and 
markups until it reaches the final export price at the border, at which point it is converted to the 
internationally traded price by the country’s exchange rate. 
For the country’s import-competing industries, the lowering of post-border price following 
liberalization is likely to trigger a substantial reallocation of resources between sectors of the 
economy. But most countries undergoing such adjustments experience fairly smooth transitions 
and relatively low costs in terms of aggregate unemployment, notwithstanding a substantial 
dislocation of workers at the sectoral level.3 Arguments for ‘tariff hoping’ by foreign direct 
investment (FDI) aimed at avoiding trade taxes have been shown to fail because outward-
                                            
3 See, for example, A. Revenga, “Employment and Wage Effects of Trade Liberalization: The Case of Mexican 
Manufacturing”. World Development Report, The World Bank, 1995. 
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oriented strategies have been shown to be more successful.4 Empirically, FDI is relatively more 
elastic with respect to demand for exports than with respect to aggregate domestic demand. If 
outward-oriented economies are relatively successful in attracting more FDI, the size of the 
domestic market need not be a handicap.  Even small host countries could influence global 
corporate decisions by encouraging export-oriented policies. 
For the poor the traditional link with international trade is through the labor market. Opening a 
country’s economy to international trade increases the demand for labor and allows the 
economy to export more labor-intensive goods and replace local production of capital and skill-
intensive goods with imported goods. If poverty is concentrated among people who are actually 
or potentially part of the labor market, increasing demand will help to alleviate poverty. But how, 
and whether, it does so depends significantly on how the labor market operates. Especially 
vulnerable groups within this segment include refugees and Internally Displaced People (IDP), 
conflict affected micro-entrepreneurs, as well as vulnerable women, children and the elderly in 
the poorer regions of the country. 
For non-tradeable activities, lower tradable inputs can creates a more competitive situation for 
the industry. The net welfare effect on Azerbaijan will depend on the extent to which prices on 
final goods and services respond to changes in tradable inputs. To the extent that prices of the 
final products respond to lower input costs, then consumer welfare gains will be positive. If, in 
contrast, prices are downward sticky, then there will be neither a change in consumer welfare 
nor any changes in income and expenditures of households. The results for wages and 
employment suggest that employment will increase if prices of non-tradables fall and household 
expenditures on those products increase, and labor displacement from the non-competitive 
tradable sector will be absorbed by the non-tradable industries. 
The overall and sector-specific benefits from liberalizing the Azerbaijani economy can be 
extensive, as new opportunities are created for producers and exporters, while consumers 
benefit from greater product varieties and lower prices:5 
 For Exporters: 
o Greater access to global markets 
o Established mechanism for fair resolution of trade disputes 
o Access to WTO member country markets; 
o Participation as an equal member in multilateral trade negotiations 
 For Consumers: 
o Increased domestic market competition following tariff reductions 
o Greater variety of goods at a lower price 
o Lower raw materials costs and associated lower prices of final goods 
 Overall Welfare Gains: 
o Adoptions of international legal standards for domestic laws 
o Reduced Government intervention, especially that of foreign trade and 
investment 
                                            
4 See H. Singh and K.W. Jun, “Some New Evidence on Determinants of Foreign Direct Investment in Developing 
Countries”. Unpublished, 2004. 
5 Boris Rumer and Lau Sim Yee, eds, “Accession of Azerbaijan to the World Trade Organization: A Comparative 
Analysis” in Central Asia and South Caucasus Affairs: 2005. ”, Sasakawa Peace Foundation, 2005. 
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o Enhanced transparency of government operations and practices 
o Increased transit rights in neighboring territories 
o Simplified procedures and great transparency 
There has been little, if any, empirical work directly related to Azerbaijan’s liberalization of trade 
and WTO accession process. This dearth of analytical information has limited the Government’s 
ability adopt appropriate guidelines and adjustment programs aimed at facilitating the accession 
process. It has also created a situation where the private sector lacks basic information on the 
opportunities that accession would provide and some of the associated transition challenges 
that they might face. This report aims to provide information about the prospective impact of 
trade and investment liberalization, especially for those economic sectors likely to be 
characterized as non-competitive in the post-WTO accession period, as well as providing 
guidelines on policy and institutional adjustment options and mechanisms that could help 
cushion the transition process for entrepreneurs and workers whose predominant source of 
income is related to those sectors. 
1.3 STRUCTURE OF THE REPORT 
Following this introduction, the report is organized as follows: 
Chapter 2 examines the structure and growth trends of non-oil economy, especially in terms of 
vulnerable non-competitive segments of the economy. It also covers market access issues and 
the macro-policy environment for trade, focusing on macroeconomic and structural constraints 
on the expansion of the SME sector. 
Chapter 3 evaluates the overall effects of Azerbaijan’s trade liberalization as it related to the 
impact of the trade and investment integration processes on future sectoral GDP and 
employment growth performances. For comparative purposes, it describes the trade and 
investment liberalization experience in other transition and developing economies. 
Chapter 4 analyzes possible effects of liberalization on protected non-oil industries, based on 
calculated effective rates of protection (ERP) estimated for each of the major non-oil industries 
in the country. 
Chapter 5 assesses the likely impact of liberalization on poverty levels and income distribution 
associated with income growth.  
Chapter 6 provides a set of policy and institutional adjustment options and mechanisms to 
cushion the transition process, as well as an action plan and transition strategy to maximize 
impact of the trade and investment integration. 
Annex proposes a framework for undertaking macro-econometric impact analysis of trade 
liberalization in Azerbaijan. 
Technical Appendix describes the analytical tools used in the present study. 
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2. STRUCTURE OF THE ECONOMY  
2.1 ECONOMIC AND TRADE PERFORMANCE 
Azerbaijan has undergone four stages of economic 
growth since gaining independence from the Soviet 
Union in late 1991. In the first stage (1992-1994), 
the economy suffered a large overall output 
contraction that averaged nearly 20 percent a year 
in real terms, foreign investment was nearly non-
existent, and trade remained focused in the 
Commonwealth of Independent States (CIS). 
Several factors associated with both external and 
internal adjustments contributed to the large output 
declines and lack of trade and investment: (a) the 
conflict in Nagorno-Karabakh, the site of about one-
third of Azerbaijan's croplands, which substantially 
reduced agricultural production; (b) work stoppages 
and anti-Soviet demonstrations; (c) fiscal budget 
deficits created by increased wages, defense 
spending and refugee expenses related to the 
conflict in Nagorno-Karabakh; (d) the loss of access 
to resource transfers, first from the Soviet Union 
and then from Russia; (e) the severe decline in 
Former Soviet Union (FSU) trade and Azerbaijan ’s 
reliance on trade with the CIS countries; and (f) large output declines in Azerbaijan ’s industrial 
products because of inefficient production processes, poor maintenance and management, 
outdated technologies, and frequent supply disruptions, all of which contributed to high 
production and distribution costs and low output volumes. 
At the beginning of Stage II (1995-1999), the Government launched a reform program 
supported by the International Monetary Fund (IMF) that successfully eliminated the country’s 
large macroeconomic imbalances. That process was 
helped by the cease-fire negotiated with Armenia over the 
Nagorno-Karabakh and political stability within the country. 
Another significant change to the structure of the economy 
came in the late 1990s, with the introduction of massive 
foreign direct investment (FDI) into the oil and gas sector. 
Oil-related economic growth averaged 10 percent during 
this period, compared with 6 percent for the non-oil 
sectors. Trade began to expand and the level of exports by 
the end of the decade resumed their post-independence 
levels. By the beginning of new decade, the country’s 
openness to trade in non-oil related activities was little 
more than half that of oil-related activities and 40 percent 
below its level at the beginning of the 1990s. 
During Stage III (2000-2004) a dual economy was formed with a fast-growing hydrocarbons 
sector, an associated booming construction sector, and an inefficient non-oil-related sector that 
attracts limited investment yet absorbs most of the labor force. By 2004 the contribution of the 
agricultural sector had declined to 12 percent of GDP, down from 30 percent in the post-
independence period. Adding to the decline was the low volume of foreign direct investment into  
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Table 2.1: Azerbaijan's Stages of Economic Growth 
    Real GDP Growth (%) Trade Openness (%) Net FDI Inflows(mill US$) 
Stage Year Total 
 Oil-
Related  
 Non-
Oil  Total 
Oil 
Trade 
Non-Oil 
Trade Total 
Oil 
Sector 
Other 
Sectors 
Stage I 
1993 -23% n.a. n.a. n.a. n.a. n.a.  n.a.  n.a. n.a. 
1994 -20% -7% -23% 68% 31% 83%         22          -             22  
1995 -13% -6% -16% 66% 37% 80%       155        139           16  
Stage II 
1996 3% -2% 4% 62% 63% 62%       591        435         156  
1997 9% -4% 14% 55% 65% 51%    1,051        813         238  
1998 6% 23% 0% 56% 60% 54%       948        770         178  
1999 11% 20% 7% 54% 64% 48%       355        243         112  
2000 6% 10% 4% 64% 90% 51%         30            3           27  
Stage III 
2001 6% 21% -1% 62% 87% 46%       220        145           75  
2002 8% 6% 10% 66% 98% 46%    1,393     1,308           85  
2003 10% 7% 13% 73% 122% 44%    3,227     3,189           38  
2004 10% 13% 9% 84% 145% 46%    3,535     3,441           94  
Stage IV 
2005 24% 67% -2% 91% 129% 50%    1,679     1,458         221  
2006 31% 41% 19% 87% 118% 48%     (601)     (991)        390  
2007 23% 39% 4% 87% 109% 50%  (4,749)  (5,193)        444  
Source: Statistical Appendix. 
       
the sector. Indeed, foreign direct investment into non-oil sectors contracted to half of its level in 
1995-99 and represented only 3 percent of that directed at the oil sector. The country’s 
openness to trade in non-oil related activities also continued to decline, due to the acceleration 
of oil-related exports. During this period the government continued to pursue a tight fiscal policy 
by keeping expenditures in check, notwithstanding the non-oil economy’s problems, a 
deteriorating infrastructure and widespread poverty. 
Stage IV (2005-2009) has been characterized by a large oil production boom. Oil output is being 
increased from 0.3 million barrels a day in 2005 to an estimated 1.1 million barrels a day by 
2009, after which it is expected to decline sharply. During the initial stage of the oil boom, the 
Government has committed to exceptionally large expenditure increases aimed at improving 
infrastructure and raising incomes. Between 2005 and 2007 total government expenditure 
increased by a cumulative 160 percent in nominal terms, equivalent to an expansion from little 
over 40 percent to 74 percent of non-oil GDP.6  
2.2 SECTOR PERFORMANCES AND GROWTH DECOMPOSITION 
2.2.1 Sector Performances 
Despite its oil revenue dependence, Azerbaijan has a large potential in agriculture and 
manufacturing activities. As the largest of the three Transcaucasia countries, its ecologically 
diverse arable lands covers one-half of the country and its forests cover another 13 percent. 
The agricultural sector is the most important source of employment in Azerbaijan. Nearly half of 
Azerbaijan's eight million people live in rural areas. During the last decade the numbers of 
workers employed in agriculture grew from 1.14 million in 1990 to 1.55 million in 2006. Nearly 
40 percent of the economically active population is now employed in agriculture, of which about 
one-fifth are female. This expansion is largely a result of the land reform, but it also reflects the 
loss of employment in villages and small towns due to the closure of state factories. Wages in 
the agricultural sector are only one-third of the national average in 2000, and although 40 
                                            
6 The next stage of Azerbaijan is expected to be characterized by a prolonged period of stagnation period, according 
to a recent study by the International Monetary Fund (Junko Koeda and Vitali Kramarenko, “Impact of Government 
Expenditure on Growth: The Case of Azerbaijan”. IMF Working Paper WP/08/115, 2008). The study suggests that the 
stagnation will be largely attributable to a significant tightening of the economy-wide resource constraint associated 
with the oil production decline, which is likely to coincide with cuts in public capital expenditure and crowding-out 
effects of domestic borrowing. 
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percent of the workforce is employed in agriculture, the sector accounts for less than 6 percent 
of GDP. Nonetheless, agriculture has an economic importance that is more significant than its 
current monetary value because of its role in food security and the magnitude of its rural 
poverty.  
Table 2.2: Azerbaijan's Sector Contribution to Real GDP Growth, 1995-2007 
Sector 
 
1995-1999 2000-2004 2005-2007 
Total GDP Real Growth Rate (%) 7.2% 8.3% 26.1% 
Agriculture 
Real Growth Rate (%) -0.6% -2.2% 4.2% 
Share in GDP (%) 20.9% 13.3% 7.2% 
Contribution to GDP Growth (%) -0.1% -0.2% 0.2% 
Share in GDP Growth (%) -1.5% -3.0% 0.9% 
Manufacturing 
Real Growth Rate (%) -8.5% 16.5% 8.6% 
Share in GDP (%) 8.6% 7.4% 5.9% 
Contribution to GDP Growth (%) -0.6% 1.0% 0.4% 
Share in GDP Growth (%) -8.3% 12.3% 1.6% 
Mining and Quarrying 
Real Growth Rate (%) 31.0% 20.0% 55.2% 
Share in GDP (%) 13.7% 28.6% 49.3% 
Contribution to GDP Growth (%) 3.5% 4.8% 21.9% 
Share in GDP Growth (%) 48.5% 57.7% 84.2% 
Construction, Trade 
and Other Services 
Real Growth Rate (%) 9.5% 6.4% 11.5% 
Share in GDP (%) 56.8% 50.7% 37.6% 
Contribution to GDP Growth (%) 4.4% 2.8% 3.5% 
Share in GDP Growth (%) 61.4% 33.0% 13.4% 
Source: Derived from data in Statistical Appendix. 
 As in other sectors of the economy, Azerbaijan's agricultural output declined sharply after 
independence. Before independence, large quantities of agricultural products were exported 
mainly to Russia (about 75 percent of total production). After independence the Russian and 
agricultural export markets within the Soviet Union were lost and local marketing channels 
became severely disrupted. With the combined reductions in the availability of subsidized inputs 
such as fertilizer and irrigation and the obsolescence of agricultural machinery, the loss of 
markets resulted in a dramatic decline in the terms of trade for agriculture. Government policies 
initially tried to preserve the collective and state farm system in an effort to delay reform. In 
response, the total area cultivated dropped from 1.86 million hectares in 1990 to 0.95 million 
hectares in the late 1990s, especially in fodder crops, industrial crops like cotton and tobacco, 
and grapes. Crop yields of cotton, grapes and wheat also decreased sharply, and livestock 
numbers contracted. The result was a drop in agricultural GDP from approximately 5,834 billion 
manat in 1990 to 2,894 billion manat in 1997, a decrease of over 50 percent.7 
After the breakup of the Soviet Union, traditional marketing channels broke down and 
Azerbaijan became a net importer of agricultural products, with imports covering 100 percent of 
local sugar consumption, 90 percent of vegetable oil, 30 percent of meat and 45 percent of dairy 
products. Consumption of products typically produced in small household farms, such as 
potatoes, vegetables and fruits experienced major output increases and, as a result, production 
took on more of a subsistence quality. Agricultural exports are now largely limited to cotton and 
processed tomato products, though there are also small amounts of exports of grains, meat, 
milk and milk products, eggs, potatoes, vegetables and sugar to neighboring countries like 
Georgia.8 But Azerbaijan is now a net importer of agriculture and other products from Georgia 
                                            
7 Much of the material on agriculture in this section draws from World Bank, “Azerbaijan Agricultural Market Study: 
Realizing Azerbaijan’s Comparative Advantage in Agriculture”. Washington, DC: World Bank. Report No. 36283-AZ, 
2006. 
8 Based on data from the State Statistics Committee of the Republic of Azerbaijan.  
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and it is increasingly dependent on imports from neighboring countries like Turkey, the 
European Union, and the United States. 
Manufacturing activity contributes almost the same as agriculture to GDP but employs only 5 
percent of the workforce. Among the major activities are agro-processing (0.7% of GDP in 
2007), production of transport equipment (0.6% of GDP), and production of pulp and paper 
products (0.2%). Other activities include production of wood products that include furniture, 
plastics and rubber manufactures, production of chemical products, and production of optical 
and electronic equipment.  
Most businesses in the non-oil sector operate as microenterprises or SMEs, and many operate 
in the informal economy. For them, it is difficult to access the credit facilities, and they fact a 
high degree of corruption among public administration responsible for issuing licenses and 
permissions for the development, marketing and distribution of their products. For small and 
micro-enterprise businesses, credit is non-existent and banks do not play a serious role in 
SMEs development. Additionally, there are no business development services. Most business 
services are provided in the Baku area; rural services are generally poor; and there is lack of 
training facilities in the regions, particularly for entrepreneurial and management development. 
The shift away from agriculture and manufacturing has been due to the Azerbaijani economy’s 
dependence on energy exports, with crude oil and refined oil products now accounting for 80 
percent of the value of exports. A parallel shifts in employment and labor productivity has also 
occurred. Capital investment in agriculture has also dropped dramatically as the sector has 
become increasingly unattractive to investors. The result has been a contraction in labor 
productivity in agriculture to less than half the economy-wide average. With the privatization of 
farms and other reforms, small-scale agriculture has been able to recover somewhat and the 
sector has sustained some modest gains since 1998. By 2005 overall agricultural output had 
increased by more than half of its 1995 level, though it was still only 80 percent of its 1990 
levels. Privatization has also resulted in large and continuing differences in crop yields between 
the corporate and individual farm sectors, demonstrating the greater efficiency of the new small 
farms. 
The country’s work force of 3.8 million individuals is mainly employed in agriculture (40 percent), 
trade services (17 percent), education (9 percent) and the public sector (7 percent). Chronic 
unemployment under the Soviet system continued after independence, especially among youth 
and the growing ranks of refugees and displaced people. Although open unemployment was low 
in the 1990s, hidden unemployment was large. Workers were listed as employees in idled 
industries and others were unemployed but not registered since funds set aside by the 
Government to deal with unemployment were inadequate. While the official rate of 
unemployment is around 1 percent, a recent labor force study suggested that unemployment is 
more likely to range from 11 to 16 percent of the general population, with rates that are three 
times higher for workers under 30 years of age.9 
Notwithstanding its importance as a source of both formal and informal employment, the 
agricultural sector does not meet the country’s domestic food requirements and is heavily reliant 
on government subsidies. Its value added to the Azerbaijani economy shrank from more than 16 
percent of total output to less than 6 percent between 2000 and 2007. Efforts to restructure and 
reinvigorate the sector have so far been unsuccessful. Although the Government instituted land 
reforms to dismantle collective and state farms, the result has been a predominance of 
inefficient smallholdings without any potential for scale economies. The average size of private 
farms is less than 4 hectares, and these farms account for over 95 percent of the sector’s 
                                            
9 USAID, “Workforce Assessment”. Baku: United States Agency for International Development, March 2006. 
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output. Crop production has shifted from low grade and internationally uncompetitive cotton to 
fruit, vegetable and cereal production, where there are large domestic markets. In August 2008 
the Government announced the Program on Reliable Provision of the Population with 
Foodstuffs covering 2008-2015 and aiming to stimulate production and reduce the country’s 
dependence on foreign-made goods. Implementation of the program is to take place over the 
next seven years and targets of self-sufficiency in grains and increased production of meat, 
dairy, eggs, potatoes and greens by 2015.  
The dual economy has produced a labor market that has recently been described as 
dysfunctional because of its poor alignment to market demand, lack of productivity, and 
concentration in unskilled manpower activities.10 The result has been a growing share of 
workers becoming self-employed in the informal economy, with an increasingly larger proportion 
of these workers being female. Data on the magnitude of this hidden economy is lacking but 
interviews conducted with participants of the sector in a USAID-sponsored study underscore its 
growing importance due to the lack of opportunities in the formal sector of the economy. But the 
fact that of the 3.7 million workers that declared themselves employed in 2003, 1.45 million, or 
43 percent, classified themselves as self-employed suggests that one-half or more of the 
economy is likely to be involved in informal activities. Those informal sector activities have 
operated through micro-enterprises and small and medium size enterprises (SMEs) that, 
because of their operation outside regulated markets, lack access to credit, public sector 
institutional support, and logistics for getting their goods to markets.  
There are also severe constraints on development of the larger enterprises. Privatization of 
SMEs is almost complete; progress in the sale of large-scale enterprises has been limited 
because of poor governance and corruption, including protection of both public and private 
monopolies. Support from development partners has been limited in this area. The EBRD has 
provided assistance to SME development and development of the financial sector since 1995, 
but its activities are directed at energy, transportation, infrastructure, telecommunications, and 
natural resources in the form of exploitation of oil reserves. There is considerable scope for 
technical assistance to reinvigorate the non-oil sectors of the economy through either business 
development services or access to finance support as a means of developing the private sector, 
enhancing employment opportunities, and alleviating poverty in the country. Such activities 
would stimulate private ownership and entrepreneurial skills, generate employment and 
contribute to alleviation of poverty and inclusion into the formal sector of the unemployed 
population or those operating in the informal sector, and contribution to export diversification 
and the enhancement of trade. 
2.2.2 Growth Decomposition 
The extent to which improvements in total factor productivity (TFP) have contributed to real 
GDP growth in Azerbaijan can be measured using the so-called growth accounting framework. 
It decomposes economic growth, whether by sector or for the economy as a whole, into that 
portion associated with the growth rates of productivity, capital and labor. The measure of TFP 
growth also provides a useful consistency check for the output and input data since growing 
sectors should generally be associated with positive TFPs, while contracting sectors should be 
associated with negative TFPs.11  
The growth accounting framework assumes that economy-wide production is given by a Cobb-
Douglas production function as follows:  
                                            
10 USAID, “Workforce Assessment”. Baku: United States Agency for International Development, March 2006. 
11 Earlier growth accounting analyses for Azerbaijan and other Commonwealth of Independent States (CIS) has been 
undertaken by Loiukoianova, E., and A. Unigovskaya (2004), “Analysis of Recent Growth in Low-Income CIS 
Countries”. International Monetary Fund. Monetary and Financial Systems Department. 
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Yt = AtKtα Lt1-α 
where Yt is total output at time t; At is the total factor productivity (TFP) at time t; Kt is the capital 
stock; Lt is the labor stock; and 0 < α < 1 is the elasticity of the output with respect to capital. 
According to the growth accounting framework developed by Solow, output growth can be 
decomposed into capital growth, labor growth, and the total factor productivity growth residual. 
Following De Broeck and Koen’s estimation procedure and that of Loukoianova and 
Unigovskaya, it is assumed that the elasticities of output with respect to capital and labor are 
equal to 0.3 and 0.7 respectively.12 From the above equation, the expression for TFP growth in 
logarithmic terms is given as: 
gA =  gY – αgK – (1-α)gL 
where gY is the percentage rate of growth of output, gK is the percentage rate of growth of 
capital stock, gL is the percentage rate of growth of labor supply. It is of course a heuristic 
assumption to assume that TFP growth, measured by gA, is equal to the rate of exogenous 
technological progress. The estimate is actually a residual that accounts for changes in the 
efficiency with which inputs are used.  
Labor is calculated by reported employment, while capital stock is calculated from the standard 
stock accumulation formula Kt = Kt-1(1-β) + It, where It is investment at time t, and β is the rate of 
depreciation. In the 
absence of 
information on capital 
stocks, it is assumed 
that annual 
depreciation of stocks 
during the period of 
analysis was 
insignificant relative 
to investment levels 
and therefore set 
equal to zero in the calculations.13 
Despite data limitations, the results presented in Tables 2.3 and 2.4 support expectations. In the 
years following independence, structural adjustments in the mining, construction and trade and 
other services contributed significantly to efficiency improvement in those sectors. As a result of 
these efficiency gains, output in these sectors expanded rapidly, despite the decline in factor 
accumulation in the form of labor. In contrast, the manufacturing sector was primarily driven by 
factor accumulation in the form of capital, as was transport and communications, which had a 
large decline in productivity in the second half of the 1990s. Only factor accumulation in the form 
of labor in agricultural helped that sector to achieve a positive overall growth during the period.  
                                            
12 Loiukoianova, E., and A. Unigovskaya (2004), “Analysis of Recent Growth in Low-Income CIS Countries”. 
International Monetary Fund. Monetary and Financial Systems Department. 
13 For a discussion of efforts to calculate capital stocks in Azerbaijan and other CIS countries, see United Nations 
European Commission for Europe, “Measurement of Capital Stocks in Transition Economies”. 2003. In the study by 
Loukoianova and Unigovskaya (2004) for Azerbaijan and other CIS countries, it is assumed that the annual 
depreciation of stocks equals 3 percent. This figure is however recognized to be a crude approximation the actual 
rate. Various alternative depreciation rates, ranging from 70 percent in the period immediately following 
independence to 1 percent for the entire period, were tested and found to not significantly influence the results. 
According to Loukoianova and Unigovskaya, “All the findings show very similar qualitative patterns of the changes of 
TFP”.  
 
Table 2.3: Azerbaijan's Total Factor Productivity, 1996-2006 
 
GDP by Origin 
Avg  
1996-99 
Avg  
2000-03 
Avg  
2004-06 
Avg  
1996-06 
Total, of which: 10.3% 3.3% 29.8% 13.1% 
Agriculture -6.5% -7.8% 3.5% -4.2% 
Mining 26.9% 12.6% 62.9% 31.5% 
Manufacturing 10.7% 27.4% 11.6% 17.0% 
Transport and Comm. -15.0% -0.1% 11.5% -2.3% 
Construction 43.8% -4.8% 2.2% 14.8% 
Trade and Other Services 20.4% 9.1% 6.3% 12.5% 
Source: Calculated from GDP by origin, employment, and investment in Statistical Appendix. 
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With the notable exception of 
mining and manufacturing, 
output growth in 2000-06 was 
largely driven by factor 
accumulation in the form of 
capital rather than TFP changes. 
Both mining and manufacturing 
benefited from TFP changes, in 
addition to capital accumulation. 
For the first half of the present 
decade, the growth accounting 
analysis indicates that TFP was 
generally high for the economy 
as a whole, but it reflected the 
improvements in the mining 
sector and, to a somewhat lesser 
extent, that of manufacturing. 
Capital accumulation was the 
driving force behind output 
growth in construction, transport 
and communications, and 
manufacturing, as well as mining and trade and other services. In the case of agriculture, 
modest factor accumulation offset productivity declines. 
While factor accumulation is important, increases in capital and labor productivity, measured by 
the ratio of GDP to capital and GDP to labor respectively, are critical to the output growth of the 
economy. Table 2.5 shows that in the 1990’s that only agriculture experienced a significant 
expansion in productivity associated with capital and labor. All other sectors excepting trade and 
other services experience declining labor 
productivity, and industry suffered a 
consistent decline in capital productivity 
between 1997 and 2001, which remained 
virtually unchanged in the present decade. 
This low productivity helps to explain why, 
despite receiving about seven times more 
investment than agriculture, industry’s 
contribution to GDP growth has been quite 
modest. In contrast, during the first part of 
this decade, the productivity of agriculture, 
transport and communications and, to a 
lesser extent, construction rose considerably.  
Table 2.5 shows the differences between the 
investment growth rates and value added 
growth rates for agriculture, mining and 
manufacturing, as well as the total of all other 
sectors. Mining, which is almost completely 
dominated by oil-related activities, has 
received the largest share of investment and 
experienced the fasted growth of any sector. 
Agriculture and manufacturing experienced 
similar investment growth rates, although 
Table 2.5: Azerbaijan's Distribution of Investment 
by Sector, 1996-2006 
  Avg 
1996-99 
Avg 
2000-06 
Avg 
1996-06             
Investment: 
  
              Total Growth Rate 41.0% 35.5% 29.1%               Agriculture 35.4% 24.9% 28.7%               Mining 83.7% 28.1% 48.3%               Manufacturing 59.3% 10.0% 27.9%               Other Sectors 22.4% 17.6% 19.3%             Share of Total 100.0% 100.0% 100.0%               Agriculture 0.9% 0.8% 0.8%               Mining 58.6% 70.4% 66.1%               Manufacturing 11.3% 3.3% 6.2%               Other Sectors 29.2% 25.5% 26.8%             Value Added: 
  
              Total Growth Rate 7.2% 13.8% 11.4%               Agriculture -0.9% -1.4% -1.2%               Mining 31.0% 31.3% 31.1%               Manufacturing -8.5% 16.3% 7.3%               Other Sectors 9.6% 8.5% 8.9%             Share of Total 100.0% 100.0% 100.0%               Agriculture 20.3% 11.9% 15.0%               Mining 14.1% 32.5% 25.8%               Manufacturing 8.3% 7.1% 7.5%               Other Sectors 57.4% 48.5% 51.7%             Source: Derived from data in Statistical Appendix 
Table 2.4: Decomposition of Azerbaijan's Economic Growth into 
Growth of Total Factor Productivity, Capital and Labor, 1996-2006 
  Period: 1996-1999 
  Output Capital Labor TFP 
GDP, of which 15.6% -4.3% 0.6% 10.3% 
Agriculture 7.0% -2.4% 10.1% -6.5% 
Mining 17.5% 16.2% -9.7% 26.9% 
Manufacturing 26.3% 21.2% -5.0% 10.7% 
Transport and Communication 11.7% 17.6% -5.0% -15.0% 
Construction 4.1% 20.6% 1.5% 43.8% 
Trade and Other Services 69.6% 14.9% -4.3% 20.4% 
  Period: 2000-2006 
  Output Capital Labor TFP 
GDP, of which 25.7% 5.5% 17.5% 14.7% 
Agriculture 8.0% 1.5% 1.0% -3.0% 
Mining 41.4% 34.3% -0.2% 34.1% 
Manufacturing 47.9% 36.8% 0.0% 20.6% 
Transport and Communication 27.5% 37.4% 2.4% 4.9% 
Construction 19.4% 40.5% 1.0% -1.8% 
Trade and Other Services 22.1% 20.8% 2.7% 7.9% 
Source: Calculated from GDP by origin, employment, and investment in 
Statistical Appendix.  
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manufacturing took in most of the investment. Agriculture’s growth rate declined during the 
1990s and first part of this decade and its share of the total value added accordingly contracted. 
Investment in other sectors generally grew less than in other sectors, but the average growth 
rate exceeded that of both agriculture and manufacturing.  
3.  TRADE POLICY MEASURES 
Oil revenue has and will continue to drive Azerbaijan’s overall export earnings, especially given 
the recent and prospective tend in international oil prices and the large oil production boom in 
the country during 2005-2009. This close association between Azerbaijan’s growth and its oil 
exports is demonstrated by the close correlation that exists between overall economic growth 
and the volume of oil exports: almost 90 percent of real GDP growth is associated with the 
growth of oil exports, whereas economic growth is associated with less than 50 percent of the 
growth of other exports.14 Non-oil exports have remained virtually stagnant since independence, 
with the result that Azerbaijan has lagged behind globalization efforts by many other transition 
and developing countries (Figure 3.1). The result is that Azerbaijan is unique among most CIS 
countries and other transition economies 
because its economic performance has not 
included increases in market shares of world non-
oil exports. 
3.1 STRUCTURE OF TRADE AND 
IMPORTANCE TO VULNERABLE 
SEGMENTS 
Azerbaijan’s non-oil exports are concentrated in a 
few products and the index of concentration in 
2003-2007 was 0.26, which is more than twice as 
much as that of the East Asian countries.15 Those 
exports are dominated by fruits and nuts, 
inorganic chemicals, plastics and animal and 
vegetable fats. Together these five products have 
accounted for one-half of total non-oil exports 
between 2003 and 2007 (Table 3.1). At the 
beginning of this decade, cotton accounted for 10 
percent of non-oil exports but its contribution has 
now fallen to less than 4 percent. In contrast, 
sugar began the decade as practically non-
existent in the country’s exports, and it now 
accounts for nearly 15 percent of non-oil exports. 
Oil-related products account for over 90 percent 
of overall foreign exchange earnings, compared 
with only 30 percent of export revenue in the 
early 1990s. 
                                            
14 Based on data for 1994-2007. The volume of oil and non-oil exports has been measured by the value of those 
exports deflated by the international price of oil and the commodity non-fuel price index covering food and beverages 
and industrial inputs. 
15 The index of commodity concentration is measured by the formula [∑(xi/X)2]1/2, where xi is the product export and X 
is total exports. For comparative indices of concentration, see UNCTAD, Handbook on Statistics 2004, Geneva: New 
York and Geneva: United Nations, 2004. 
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On the import side, Azerbaijan also tends to have a high degree of product concentration. More 
than 60 percent of its imports are in the form of machinery and manufactures. Foodstuffs add 
another 10 percentage points. This high degree of product concentration has changed little over 
the years, although machinery and equipment has recently growth in importance because of the 
high oil production requirements for those types of products. Despite the abundance of natural 
resources and large agricultural sector, Azerbaijan relies on foreign imports of many of the 
major products it produces, including fresh fruits and vegetables and dairy products, and fruit 
drinks. As discussed later in this report, many of the domestic agro-industrial producers are 
inefficient and cannot compete with internationally traded goods without a relatively large 
amount of protection being given to them in the form of tariffs and other barriers to trade. 
3.2 EXPORT PERFORMANCE AND DIVERSIFICATION 
Azerbaijan’s concentration on a relatively few commodity exports for the bulk of its non-fuel 
export earnings makes the agricultural sector highly vulnerable to external shocks from the large 
price fluctuations that tend to characterize primary commodity markets. World prices of fruits, 
vegetable oils, sugar and cotton have experience an average year-to-year price variation of 13 
percent, with sugar prices varying by and average of 20 percent a year since 1992. In contrast, 
prices of manufactures traded in the world market have had a much lower rate of annual 
variation, equal to 2.2 percent between 1992 and 2007. Moreover, recent price volatility has 
been above the norm, with 
sugar prices varying by an 
average of 40 percent annual in 
the last three years, and 
vegetable oil prices recently 
climbing 38 percent after falling 
in earlier years. Azerbaijan’s 
vulnerability to fluctuations of 
these world market prices and 
their poor long-term growth 
performance suggests a need 
to diversify the external sector 
into more dynamic product 
markets.  
Trade in manufactures has historically grown faster than trade in primary commodities, with the 
volume of world trade of manufactures 1.8 times than that of primary commodities in 1990-
Table 3.2: World Market Price Instability Measurements of 
Azerbaijan's Major Non-Fuel Exports, 1992-2007 
  Average 
Year-to-
Year 
Variations 
Descriptive Statistics 
  Mean 
Standard 
Deviation 
Mean 
Variance (%) 
Fruits and 
Vegetables 6.7% 97.5 3.3 172% 
Vegetable Oils 12.0% 98.4 4.6 339% 
Sugar 19.7% 96.1 6.2 623% 
Cotton 14.3% 116.4 6.2 621% 
Manufactures 2.2% 100.8 2.5 102% 
Source: International Monetary Fund, World Economic Outlook Database, 
April 2008, and World Bank, for Manufacture Unit Value (MUV) index. 
 
Table 3.1: Azerbaijan's Percentage Composition of Trade, 2003-2007 
  2003 2004 2005 2006 2007 
Non-Fuel Exports 100% 100% 100% 100% 100% 
Edible fruit and nuts 12.2% 6.9% 19.7% 11.0% 12.3% 
Inorganic chemicals 9.5% 10.5% 13.6% 17.5% 6.4% 
Plastics 9.5% 13.8% 9.6% 11.1% 7.0% 
Vegetable oils 11.5% 9.9% 9.2% 7.1% 8.2% 
Aluminum articles 7.2% 10.0% 7.2% 8.0% 9.1% 
Sugar  0.0% 0.0% 0.0% 3.5% 14.8% 
Cotton 9.9% 8.0% 5.9% 4.8% 3.9% 
Other 40.1% 40.9% 34.7% 37.0% 38.3% 
Imports 100% 100% 100% 100% 100% 
Mach. & trans. equip. 39% 38% 43% 46% 46% 
Manufactured goods 24% 22% 18% 17% 19% 
Food and live animals 10% 10% 7% 8% 11% 
Other 36% 36% 50% 49% 51% 
Source: Derived from data in Statistical Appendix. 
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2007.16 As a result, 
three-fourths of all 
products traded in the 
world economy are 
now in the form of 
manufactures, 
compared with less 
than two-thirds three 
decades ago. 
Azerbaijan’s rich 
natural resource base 
suggests that 
diversification into high value added resource-based products would provide it with more 
dynamic long-term export growth in the medium to long term.  
Although there has been a marked shift of exports towards new export markets, the CIS 
countries and Europe still remain the major destination of exports and origin of imports for 
Azerbaijan (Table 3.3). These changes are somewhat surprising in light of the breakup of the 
Soviet Union and the expected dislocation in trade from those markets that would otherwise 
have been anticipated. The share of CIS trading partners has remained nearly unchanged from 
a decade ago at around 30 percent during that same period. Among the leading export markets, 
significant increases in export market shares occurred in China and the Middle East. 
3.3 TRADE AND INVESTMENT POLICIES 
The emphasis of trade and investment policy reforms in Azerbaijan is being focused on 
measures that could redress existing impediments to productivity and investment in the non-
tradable sectors having high growth potential. These negative effects occur through two 
channels, the first being the higher cost of imported inputs used by the non-tradable sector, and 
the second being the impact on domestic and export-oriented industries. In the latter case, 
tariffs on imported goods raise prices of foreign goods relative to Azerbaijan’s exports and 
domestically produced goods and draw domestic production towards import-competing goods. 
Resources are pulled towards import substituting industries and away from sectors producing 
non-tradable goods and export-oriented products. Tariffs can therefore reduce the cost-
efficiency of non-tradable sectors and reduce the purchasing power of Azerbaijan’s non-oil 
exporters over imported and non-tradable goods, thereby reducing the real incomes of those 
exporters as would an explicit export tax. Without liberalization reforms, Azerbaijan’s low 
productivity and cost-inefficiencies in non-tradeable sectors and their effect on non-oil exports 
could undermine Azerbaijan’s long-term sustainability of real income and employment 
expansion.  
3.3.1 Characterization of Azerbaijan’s Tariff Structure and NTBs to Trade 
On average, Azerbaijan’s tariffs are moderate by international standards. The unweighted 
average duty on all imports is 10 percent, while the trade-weighted average equals 5 percent. 
The latter average is nonetheless higher than the trade-weighted average a decade ago 
(1997/98), when it was 4 percent under a simple two-tier system of 5 and 15 percent with some 
products having duty free entry into the country.17 Current ad valorem duties continue to range 
between 0 and 15 percent, though there are now seven tiers in the tariff structure. Any 
                                            
16 Based on data from WTO, International Trade Statistics 2004. Available: 
http://www.wto.org/english/res_e/statis_e/its2004_e/its04_toc_e.htm 
17 WTO Secretariat, “Accession of the Republic of Azerbaijan: Memorandum on the Foreign Trade Regime”. Geneva, 
Working Party on the Accession of Azerbaijan. WT/ACC/AZE/2, 9 April 1999. 
Table 3.3: Azerbaijan's Trade with Major Geographic Regions (Percent) 
  2003 2004 2005 2006 2007 
 World Sum  100.0% 100.0% 100.0% 100.0% 100.0% 
 Commonwealth of 
Independent States   25.1% 31.4% 33.9% 32.3% 30.1% 
 Europe  59.4% 50.3% 51.0% 52.9% 44.0% 
 North America  4.7% 3.0% 2.9% 3.4% 5.2% 
East Asia 5.7% 6.2% 5.8% 5.1% 8.0% 
 Middle East  5.1% 9.1% 6.5% 6.3% 12.6% 
Source: Derived from data in Appendix Tables. 
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increases in current MFN rates beyond existing 
ones would be inconsistent with a strategy to 
promote economic growth in the non-oil sectors. 
Indeed a pro-active strategy would need to 
reduce existing rates. It should also seek to 
consolidate multiple tariff preferences given to 
imports originating from countries with which 
Azerbaijan has established either regional or 
bilateral trade agreements.18 
Table 3.4 highlights some of the key features of 
Azerbaijan’s tariff structure. First, the tariff 
incidences are concentrated in the high end of 
the tariff range. Over half of imports are subject 
to a 15 percent duty, and a 5 percent duty is 
applied to another one-fourth of total imports, 
with most of the remaining one-fourth being 
subject to 5 or 10 percent duties.  
Secondly, agricultural products are heavily protected relative to manufactures. Both the 
weighted and unweighted average tariff rates (16 and 9 percent respectively) are about twice as 
high as those of manufactures (8 and 5 percent respectively). Agriculture’s high tariffs therefore 
prevent market forces from allocating resources efficiently and promoting the production of 
those products in which Azerbaijan could have an international comparative advantage. Figure 
1 nevertheless shows that the tariff incidence on manufactures is higher than those for 
agricultural products. Over 50,000 manufactured products at the 9-digit Harmonized System 
(HS) level are subject to a 15 percent duty, compared with about half that number for 
agricultural products. 
A third feature is that, Azerbaijan’s tariff structure 
has a high degree of escalation. Escalation 
occurs when the tariff rate increases with the 
stage of processing of a product. Raw materials 
carry no or low protection, while intermediate 
goods carry higher rates, and final goods carry 
the highest rates.  
Finally, notwithstanding its relatively low tariffs, 
Azerbaijan has the distinction of ranking among 
the most difficult countries for businesses to 
conduct cross-border transactions, ranking 173 
out of a possible 178 in the World Bank’s 2008 
Doing Business survey.19 Azerbaijan outranks any other comparable country in difficulties, 
including Russia (155 ranking), Armenia (115 ranking) and Turkey (56 ranking). Among the 
                                            
18 Azerbaijan has free trade agreements with Georgia (1998), Kazakhstan (1997), Moldova (1995), Russia (1992), 
Turkmenistan (1996), Ukraine (1995), and Uzbekistan (1996). It has joined the following regional trade agreements: 
Economic Cooperation Organization (ECO), Black Sea Economic Cooperation Organization (BSEC), Economic 
Union of the CIS, and Georgia, Ukraine, Azerbaijan, Moldova (1997) and Uzbekistan (GUUAM). Inconsistent rules of 
origin under these agreements has created trade barriers, not only because of the increased scope for corruption but 
also because uncertainty about the rules has given rise to trade disputes, retaliation, and a climate of distrust among 
the members of the regional groupings. For details, see Tumbarello, P. “Regional Trade Integration and WTO 
Accession: Which Is the Right Sequencing? An Application to the CIS”. IMF Working Papers WP/05/94, May 2005. 
19 IFC, “Doing Business 2008”. Washington, DC. The World Bank, 2008. 
Table 3.4: Structure of MFN tariffs in Azerbaijan 
Number of Tariffs a/ 7 rates 
Overall Ad Valorem Tariff    
Unweighted 10.0 % 
Weighted 5.2 % 
Distribution of Rates    
- 0 percent           1.5  % 
- 0.5 percent         26.6  % 
- 1 percent           0.1  % 
- 3 percent           3.7  % 
- 5 percent           8.4  % 
- 10 percent           6.0  % 
- 15 percent         53.6  % 
Agricultural Products (HS 1-24 
Unweighted         16.1  % 
Weighted           9.1  % 
Manufactured Products (HS 25-97)   
Unweighted           8.4  % 
Weighted           4.9  % 
a/ Tariff rates are 0, 0.5, 1, 3, 5, 10 and 15 percent. 
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difficulties are document and stamp requirements that make Azerbaijan one of the world’s most 
time-consuming countries for processing exports. Only 12 out of 177 countries require a greater 
amount of time for processing exports. It takes 56 days to process both exports and imports, 
and it costs $2,715 to export one container. These non-tariff barriers (NTBs) to trade include 
cumbersome customs procedures that involve not only the clearing of goods and the 
administration of quality standards, but a range of pre-export constraints that impede the entire 
production chain of export-oriented activities. 
In terms of number of documents needed to import goods, only one country in the world 
(Central African Republic) requires more documents than Azerbaijan. The documents include 
import contract, customs declarations, invoice, bill of lading, sales invoice, certificate of origin, 
certificate of quality, and permission from relevant ministry of imports for different types of 
goods. For exports, some of the documents that must be submitted to the State Customs 
Committee by exporters are documents verifying the legal status of the exporting entity and its 
code, copy of contract, certificate of origin, document issued by an authorized bank on 
pre/payment or letter of credit, sales invoice, customs declaration, and permission of the 
Cabinet of Ministers for certain goods. In addition to being time consuming, these regulations 
are inconsistent and non-transparent. The duty drawback scheme shares similar features 
insofar as it is largely discretionary and well beyond the reach of small firms, so recovery of 
duties is unavailable for the majority of enterprises. Quantification of these NTBs is likely to 
show tariff-equivalent rates that far exceed the current tariff rates. 
The upshot of all these measures is to provide a measure of protection for domestic import-
substituting industries that has created inefficiencies in both the non-tradables sectors and non-
oil activities. To offset these effects the Government is proposing to subsidize agriculture to 
bolster the country’s comparative advantage in that sector.20 However, export financing 
availability is limited since the banking system operates under fairly rudimentary conditions and 
what is available is largely restricted to short-term trade financing through letters of credit. For 
the food industry in particular, these issues are further exacerbated by Azerbaijan’s lack of 
WTO-consistency in sanitary and phytosanitary (SPS) standards, without which the country’s 
food products are unable to access the major markets in Europe and elsewhere. Existing export 
norms and standards are confusing and the difficulty of their application is compounded by the 
uncertainty arising from rapidly changing requirements, the simultaneous application of multiple 
standards and regulations transitioning from standards established by the former Soviet Union 
to current international norms, the lack of timely and accurate information, the costs and 
difficulties of testing and verification procedures, lack of scientific data for specific thresholds, 
and the lack of transparency and inconsistent application of procedures.  
 
 
 
                                            
20 World Bank, “Policies and Strategies for Azerbaijan Agriculture”. Undated. 
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4. POTENTIAL IMPACT OF WTO ACCESSION 
4.1 COMPARATIVE LIBERALIZATION EXPERIENCES  
There are currently 153 members of the WTO.21 Commonwealth of Independent State (CIS) 
members include Armenia (2003 membership), Kyrgyzstan (1998), and Moldova (2001). Other 
Former Soviet Union (FSU) countries that are also WTO members consist of Estonia (1999), 
Georgia (2000), Latvia (1999), Lithuania (2001), and Ukraine (2008). Like Azerbaijan, which 
applied for membership in 1997, there are several CIS countries that are currently negotiating 
accession: Belarus (1993 application), Kazakhstan (1996), Russia (1993), Tajikistan (2001) and 
Uzbekistan (1994). Among FSU countries, only Turkmenistan has not formally applied to the 
WTO. 
While the liberalization experiences of countries vary greatly, the effects generally refer to two 
broad areas: first, the impact of accession on the legal and regulatory framework governing the 
economy and, second, the impact of accession on trade in goods and services and other key 
macro-economic variables affecting business activity and government revenue. The distinctive 
affects on business and government activity are notable. For the government, the immediate 
impact can be a reduction in trade tax revenue that accompanies commitments to lower taxes, 
although the transmission effects of liberalization normally create dynamic gains for government 
revenue over the medium term. From a legal and regulatory perspective, the WTO accession 
process strengthens domestic policies and institutions for the conduct of international trade in 
both goods and services.  
For the private sector, the WTO accession process improves the ease and security of market 
access to major export markets, and it provides access to a dispute settlement mechanism for 
trade issues. Without WTO membership most-favored-nation (MFN) treatment is granted on a 
voluntary basis by WTO trading partners. There is evidence that the incidence of anti-dumping 
actions is much higher against non-WTO members than against members.22 Much of the 
empirical evidence on the impact of WTO accession has focused on the magnitude of trade 
changes associated with membership. Initial estimates of the impact of the Uruguay Round 
produced global gains worth $500 billion annually from trade liberalization and the OECD 
estimated that agricultural trade liberalization would generate an additional trade of $200 billion 
annually.23 But actual commitments from member countries fell short of expectations and the 
gains were accordingly reduced. Differences among estimates are often due to two major 
modeling approaches. Some computable general equilibrium (CGE) models assume that 
products are differentiated both across firms and countries so competition among firms is 
imperfect, while others assume that products within the same product category produced 
domestically are homogeneous, while products originating in different countries are imperfectly 
substitutable.24 Additionally, some models hold capital stock fixed (static models), while other 
models allow for capital accumulation in response to changes in investment, which tends to 
                                            
21 As of September 2008. 
22 Constantine Michalopoulos, “WTO Accession”. World Bank, 2001. 
23 For an assessment of the Uruguay Round estimates, see also J. Francois, “Assessing the Results of General 
Equilibrium Studies of Multilateral Trade Negotiations”. Policy Issues in International Trade and Commodities Study 
Series 3, United Nation Conference on Trade and Development, Geneva: UNCTAD, 2000, and J. Whalley, J. “What 
Can the Developing Countries Infer from the Uruguay Round Models for Future Negotiations”. Policy Issues in 
International Trade and Commodities Study Series 4, United Nation Conference on Trade and Development, 
Geneva: UNCTAD, 2000. 
24 The assumption that products originating in different countries are imperfectly substitutable requires the estimate of 
so-called Armington elasticities, that is, trade substitution elasticities. 
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generate larger overall effects than those where capital is fixed. More recent estimates based 
on simulations of the Doha negotiations.25  
All of the simulations show overall welfare gains from multilateral trade liberalization in the Doha 
negotiations, so the models are unambiguously clear that multilateral trade liberalization would 
bring global benefits. Conflicting results have been reported in a prominent study using a gravity 
model for a large sample of countries that yielded surprisingly robust estimates.26 The model, 
however, failed to distinguish between country asymmetries and other studies have shown that 
liberalization does promote trade, but unevenly across industries, sectors and countries.27 The 
more productive approach to examining comparative experiences is therefore based on country 
and sector-specific empirical studies of trade liberalization. Often these studies find a strong 
positive and significant effect of WTO membership on the formation of trade relationships and 
on the volume of a country’s trade. Nonetheless, recent country-based estimates of the impact 
of liberalization and WTO accession on trade vary greatly because of the differences in national 
experiences. 28 
While for Azerbaijan it might be tempting to look to the numerous studies on the impact of trade 
liberalization in Russia as a guide for its own possible liberalization effects, it would be more 
useful to examine a country that had undergone the accession process and shared some of its 
characteristics. The case of Cambodia’s successful recent WTO accession has been examined 
thoroughly and the negotiating process is used extensively as an illustration for other 
countries.29 What is notable about Cambodia’s liberalization experience in terms of Azerbaijan’s 
interests is  
Like Azerbaijan, the market size of Cambodia is relatively small (12 million consumers versus 
8.5 million in Azerbaijan) and 36 percent of the population of both countries are living below the 
poverty line. Cambodia has access to the markets of its ASEAN neighbors, similar to 
Azerbaijan’s CIS trading partners, but economic conditions and non-oil products are alike and 
these create trading difficulties. For that reason Cambodia found it necessary to look at the 
world market as a whole to find better comparative advantages for its products, especially in the 
EU and US markets. Cambodia is also an agriculture-based economy with 80 percent of its 
labor force is employed in the agricultural sector, similar to the 75 percent of the labor force the 
real sectors of the Azerbaijani economy that operate in agriculture. Hence the agreement on 
agriculture provided benefits that are particularly important to both countries, although 
Cambodia is receiving special privileges as a least developed country (LDC).  
As in other non-member countries, Azerbaijan’s relatively high level of protection on final goods, 
the escalation of tariffs, and non-tariff impediments to trade all work against the Government’s 
medium-term economic goals of economic diversification, expansion of non-oil exports leading 
to a sustainable economy-wide growth, employment generation and poverty alleviation. 
                                            
25 See K. Anderson, W. Martin and Van Der Mensbrugghe, “Market and Welfare Implications of the Doha Reform 
Scenarios”, In Agricultural Trade Reform and the Doha Development Agenda, edited by K. Anderson and W. Martin, 
Washington D.C.: World Bank, 2005; and J. Francois, H. Van Meijl, and F. Van Tongeren, “Trade Liberalization and 
Developing Countries under the Doha Round”. CEPR Discussion Paper No. 4032, 2003. 
26 A. K. Rose, “Do We Really Know that the WTO Increases Trade?”. American Economic Review 94, 1: 98-114, 
2003. 
27 A. Subramanian and S.J. Wei, “The WTO Promotes Trade: Strongly but Unevenly”. NBER Working Paper No. 
10024, 2003. 
28 For example, one study found that Ecuador’s manufacturing imports fell after its WTO accession in 1996. However, 
this apparently surprising finding is easy to understand when one observes that Ecuador raised its applied tariffs 
across the board in the years after WTO accession, something that was possible in view of the binding overhang of 
its WTO tariff commitments. See M. Kennett, S.J. Evenett, and J. Gage, “Evaluating WTO Accessions: Legal and 
Economic Perspectives”, 2005. 
29 Sok Simana, “Cambodia and WTO”. Asian Development Bank Institute, 2005. 
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Azerbaijan’s current tariff structure adversely effects the nominal tariff rates because duties 
escalate from low rates on raw materials to high rates on intermediate inputs and yet higher 
rates on final products. That structure greatly exacerbates the level of protection and associated 
distortions in the economy.  
4.1.1 Benefits of Liberalization 
One way to consider a trade liberalization program is to consider the cost of not undertaking 
reforms. The forgone benefits can be divided into the following key indicators used as 
benchmarks for Azerbaijan’s medium-term development strategy: 
Economic Growth – Countries that have undertaken reforms to liberalize and streamline trade 
have grown faster than those that have not.30 Higher growth rates result from static gains 
associated with an improved allocation of resources in the tradable and non-tradable sectors, 
and from dynamic gains resulting from greater access to technology and knowhow that allow 
non-oil sector producers in Azerbaijan to move closer to the international technological frontier.  
Private Sector Development – The Government’s plan to promote the non-oil sector is being 
implemented through a masterplan targeting specific industries such as light engineering and 
mechanical works, food and agro-processing and agricultural products like fresh and processed 
fruits and vegetables, dairy products, oil seeds, cotton and pharmaceutical plants.31 In designing 
the masterplan, it is important that the Government distinguish between its direct revenue-
generating interests and the private sector’s profit maximization objectives. The revenue-
generating effects of tariff reductions are negative in the short run but likely to be positive in the 
medium to long run as the overall volume of trade increases. In contrast, the private sector will 
benefit from lower prices for inputs and the more efficient allocation of resources for those 
activities in the tradable and non-tradable sectors.  
Consumer Gains – Consumer gains from lower prices in previously protected industries are one 
of the greatest, yet often unrecognized benefits of trade liberalization. They usually go unnoticed 
because, unlike producer groups that are concentrated and often well-organized, consumers 
are numerous and lack organizational capabilities. Azerbaijan’s poor households that could 
benefit from cheaper end-use products, especially foods, are the most underrepresented 
segment of the economy, notwithstanding their large numbers. 
Employment Generation – Higher output growth in the non-oil sectors and the reallocation of 
resources into labor-intensive activities where Azerbaijan has a comparative advantage give 
rise to higher rates of labor utilization in the targeted sectors. With liberalization, employment 
would increase in competitive industries producing domestic and export oriented goods like 
processed fruits and vegetables, and decrease in inefficient but protected import-competing 
industries.  
Poverty Alleviation – Openness to trade has been shown to be pro-poor, raising the mean 
income of the poor and improving the distribution of income. In Azerbaijan the poor are mainly 
located in the rural areas and food accounts for a large proportion of their expenditures. Hence 
reducing the cost of food imports would help to alleviate poverty. In addition, the Government’s 
emphasis on economic growth as a strategy for alleviating poverty is founded on the large and 
growing empirical evidence showing that sustainable economic growth rates successfully lower 
                                            
30 Recent evidence based on multi-country studies showing robust positive effects of trade liberalization on growth, 
openness and investment rates include Wacziarg, R., and K.H. Welch, “Trade Liberalization and Growth: New 
Evidence”. NBER Working Paper Series No. 10152, December 2003, and references therein. 
31 Center of Economic Reforms, “Study of Azerbaijan’s Current and Potential Comparative Advantage”. Baku: 
Ministry of Economic Development, 2004; and World Bank, “Realizing Azerbaijan’s Comparative Advantage in 
Agriculture”. Baku, 2005.  
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poverty levels.32 Azerbaijan’s growth and inequality elasticities of poverty are 0.3 and -0.3 
respectively, and economic policies have been pro-poor neutral, suggesting that poverty 
alleviation that relies on economic growth alone is ineffective.33 Instead, government policies 
and programs that lowered inequality could significantly reduce the magnitude of poverty and 
allow the country to achieve its Millennium Development Goal of halving the incidence of 
poverty by 2015. Pro-poor trade policies aimed at opening the economy could support that 
process.  
4.1.2 Costs of Liberalization 
There are, of course, costs associated with trade liberalization.34 First, protected industries 
would be subject to increased competition from imported goods. The resulting contraction in 
non-competitive import-substituting industries, however, would be offset by an overall increase 
in exports associated with the reduction of the bias against exports using imported inputs that 
were previously subject to significant duties and processing costs. Offsetting movements 
between these industries are unlikely to occur simultaneously and a period of transition would 
probably occur, during which time the contraction in output in the import-competing industries 
could exceed the increase in output of efficient export-oriented industries. Output loses could 
therefore occur in the short run, although past experience of countries liberalizing their imports 
show that a net increase in output tends to occur in the medium term and the amount of the net 
increase is usually large.  
A second cost of adjustment that can parallel output losses relates to employment shifts. 
Evidence from other countries nonetheless suggests that employment adjustment costs are 
small. In the case of Azerbaijan the inefficient non-oil import-competing industries represent a 
relatively small proportion of Azerbaijan’s total output, and employment shifts would represent a 
small proportion of overall employment adjustments in the economy. Sector specific 
adjustments would therefore be small, and much of the adjustments would be absorbed by 
normal turnover rates that occur over a two to three year period.  
A third cost to be considered is the loss of tariff revenues as tariff rates are reduced. The likely 
reduction in tariff revenues for Azerbaijan is probably not substantial since non-oil tariff revenue 
is currently small. Compared with the gains from import liberalization for the tradeable and non-
tradable sectors, the revenue losses are not likely to be significant in the medium term. Finally, 
as mentioned in the previous section, there is a distributional effect between the public and 
private sectors. Short-term revenue losses for the Government would not translate to a general 
welfare loss if the public expenditure that had to be cut to accommodate the revenue loss had a 
smaller rate of return than that of the private sector.  
4.1.3 Complementary Policies 
Trade adjustments in the non-oil sectors could have large consequences for the economy of 
Azerbaijan, and trade policies should therefore be designed in the context of other economic 
policies. Those complementary policies fall into three categories. First, macroeconomic policies 
need to be formulated in such a way as to provide a balance between price stability and 
economic growth. Macroeconomic stability is essential to business operations, especially where 
rising revenues from the booming oil sector give rise to demand-pull inflationary in the economy, 
                                            
32 For example, studies carried out for a cross-section of countries by Dollar and Kraay (2000), Chen and Ravallion 
(2000), Gallup et al. (1998) and Lundberg and Squire (2000) have demonstrated that, on average, economic growth 
at the national level leads to a proportional growth in the incomes of the poor within those countries. 
33 ADB, “Country Poverty Assessment: Azerbaijan”. Manila, 2007. 
34 See also Vugar Bayramov, ““A Comparative Analysis of CIS Countries’ WTO Accession; Ways to European 
Integration”. Baku, 2008. 
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while monetary policies should ensure that credit is availability at a reasonable cost for non-oil 
sector activities.  
Secondly, exchange rate policies should support the efficient allocation of resources between 
tradable and non-tradable goods. More often than not, import liberalization is undertaken in the 
context of an overall macroeconomic stabilization program in which exchange rate adjustments 
or regime changes are included. Azerbaijan’s real effective exchange rate is currently 
undervalued, and the nominal exchange rate targeting regime adopted in the past few years has 
put almost the entire burden of real exchange rate adjustment on the price level.  The primary 
near-term exchange rate management issue is one of balancing the role of nominal appreciation 
and inflation in terms of the real effective appreciation, a task that the National Bank has 
addressed through the recent adoption of a currency basket pegging system. If major additional 
appreciation pressures are to be avoided in the long run, the issue is related not so much to 
exchange rate management policy as it is to the political will of the Government to keep the 
accruing oil revenues out of the economy through the application of a sound natural resource 
fund wealth accumulation strategy. From a commercial policy perspective, these short and 
longer term strategies would ensure an efficient allocation of resources and cost efficiencies in 
the non-tradeable and tradable sectors and thereby support Azerbaijan’s long-term 
sustainability of real income and employment expansion. 
Finally, the regulatory regime governing foreign and direct foreign investment should be 
consistent with trade policies. On the one hand, investment is the main factor in the growth of 
exports, supply capacity and upgrading of skills; on the other, exports can have positive effects 
on the creation of investment opportunities. The dynamic effects of trade adjustments largely 
depend on the ability of foreign direct investment to secure market access by introducing new 
technologies and management skills at the early stages of a trade and import liberalization. 
Similarly, whether investment activities can move from one activity to another will determine the 
magnitude of any adjustment cost to trade liberalization, as well as the ability of the non-oil 
sectors to smoothly transition to internationally competitive industries. 
4.2 OPENNESS AND ECONOMIC GROWTH 
Cross-country econometric studies have examined the relationship between trade and 
economic growth and generally concluded that greater outward-orientation or openness to trade 
improved growth prospects.35 The findings tended to show that increasing the ratio of trade to 
GDP raises per-capita income.36 Countries that adopt more liberal trade policies have also been 
shown to be more likely to adopt stable exchange rate, fiscal and monetary policies. The often 
cited cross-country regression model developed by Jeffrey Sachs and Andrew Warner show 
that lack of openness explains the slow economic growth of countries without the need to invoke 
a special explanation about those countries.37 The measure of openness, however, is applicable 
                                            
35 For a survey of these studies, see R. E. Baldwin, “Trade and Growth: Still Disagreement About the Relationships”. 
Economics Department Working Papers No. 264 ECO/WKP(2000)37 (Paris: OECD), 2000. 
36 For example, J. A. Frankel and D. Romer, “Does Trade Cause Growth?” American Economic Review 89, 3: 379-
399, 1999, found that increasing the ratio of trade to GDP by one percentage point raises per-capita income by 
between one-half and two per cent. 
37 See J. D. Sachs, and A. M. Warner, “Economic Reform and the Process of Global Integration”, Brooking Papers on 
Economic Activity (1995a) 1995: volume 1, August. pp. 1-118.J. D. Sachs, and A. M. Warner, “Natural Resource 
Abundance and Economic Growth”, National Bureau of Economic Research working paper No. 5398, December 
(1995b).J. D. Sachs, and A. M. Warner, “Fundamental Sources of Long Run Growth”, American Economic Review, 
May 1997, pp. 184-188.J. D. Sachs, and A. M. Warner, “Sources of Slow Growth in African Economies”, Journal of 
African Economies, December 1997, Volume 6, Number 3, pp. 335-376. 
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to cross-country analysis and does not lend itself to individual country analysis.38 The specific 
criticisms of these studies that rely on pooled cross-country data are that (i) the impact of WTO 
accession depends solely on the measures taken by the acceding nation, (ii) WTO accession 
involves such a mix of obligations that it affects the trade flows of countries in different ways, 
and (iii) the WTO accession ‘packages’ varies across new members and the impact on their 
trade flows can also vary.39  
We therefore find it more appropriate to follow the recent country-specific literature rather than 
the cross-country studies.40 Country-specific studies examine the extent to which liberalization 
create dynamic gains shift outwards a country’s production possibility frontier by expanding the 
availability of resources for production by increasing their productivity and quantity. Since export 
markets are broadened, export growth accelerates productivity growth if production is subject to 
increasing returns to scale. Dynamic benefits also arise from increased competition, knowledge 
enhancement, technology transfer, expanded capital inflows from greater foreign direct 
investment (FDI), and institutional enhancements.41  
For Azerbaijan, openness in the oil and non-oil sectors during 1994-2007 have been calculated 
using three different measures (Table 4.1):42 (a) the 
Trade Intensity (TI) index, which is the standard 
measure of openness and is defined as total trade 
relative to GDP, that is, TI = (X+M)/GDP; (b) the 
Relative World Trade Intensity (RWTI), which is 
defined for a country i as total trade of the country i 
relative to total world trade, summed over j 
countries, that is RWTIi = (X+M)i / ∑nj=1(X +M)j; 
and (c) the Composite Trade Intensity (CTI), which 
measures of distance ratio measuring RWTI’s 
deviation from the mean of x, the mean of all, that 
is, CTI = (1 + Dr)TIi = n(RWTIi × TIi), where Dr 
represents a distance ratio measuring RWTI’s 
deviation from the the mean of all countries’ RWTI 
ratios. Figure 4.1 shows the difference in the 
openness ratios for Azerbaijan’s non-oil sectors 
measured by the Trade Intensity (TI) index and the 
Composite Trade Intensity (CTI) index. Although the two indices mirror each other between 
1994 and 2004, they deviate considerably between 2005 and 2007 because Azerbaijan’s share 
of world trade increased in the latter period.  
                                            
38 Not surprisingly, panel data studies generated a large controversy over the validity of the results based on 
definitions of the variables and model specifications. For a comprehensive review, see K. Stensnes, “Trade 
Openness and Economic Growth: Do Institutions Matter”. Norwegian Institute of International Affairs, 2006. 
39 S.J. Evenett and J. Gage, “Evaluating WTO Accessions: the Effect of WTO Accession on National Trade Flows”. 
Part II of Evaluating WTO Accessions: Legal and Economic Perspectives. University of Oxford, the World Trade 
Institute, and OECD, 2005. 
40 See, for example, S.J. Evenett, J. Gage and M. Kennett, “WTO Membership and Market Access: Evidence from 
the Accessions of Bulgaria and Ecuador“. They used gravity equation approach to estimate different contributions to 
national export growth, while trying to adequately control for the impact of non-MFN tariff regimes on the exports of 
developing countries.  
41 For the case of Russia, see E. Bessonova, K. Kozlov and K. Yudaeva, “Trade Liberalization, Foreign Direct 
Investment, and Productivity of Russian Firms”. Working Paper # BSP/2003/036 E. Another study examined four 
reasons why Russia’s exports to WTO members from 1995 to 2002 were smaller than those to non-members, and 
found that only the nature and extent of Russian export controls was a valid explanation (see B. Lissovolik and Y. 
Lissovolik. “Russia and the WTO: The “gravity” of outside status.” Mimeo. International Monetary Fund, 2004). 
42 J. Squalli and K. Wilson, “A New Approach to Measuring Trade Openness”. Zayed University, Economic & Policy 
Research Unit, 2006. 
Figure 4.1: Azerbaijan’s Openness, 1994-2007 
 
Source: Table 4.1. 
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A growing openness of Azerbaijan’s non-oil sectors associated with liberalization would deepen 
the close link of the country’s economic growth with the global economy, and increase the 
transmission of trade, cross-border investments and international financial activities in the 
Azerbaijani non-oil economy. In the remainder of this section we estimate the impact of 
openness and the international transmission of income changes on the economic growth of 
Azerbaijan’s non-oil sectors. The empirical investigation follows the well-established 
conventional approach of modeling the transmission of changes in economic activity between 
countries.  
The transmission of foreign income changes is complex and when those changes are 
sufficiently widespread they can also affect market prices of traded products as well as FDI 
inflows that are either directed toward international markets or rely on foreign inputs. In addition 
to the transmission of income changes, we can include in the model other determinants of trade 
and capital flows impacting on the economic growth of Azerbaijan. For trade, we leave for later 
research the extension of how changes in the international competitiveness of the country, as 
measured in the next section, can affect demand for Azerbaijan’s exports. For capital flows, 
including portfolio investment and direct investment, we also leave for later research the 
consideration of real interest rate differentials, and the risks associated with portfolio and direct 
investment. That risk is measured by real exchange rate fluctuations, or more generally, 
imbalances in the balance of payments that reflect the risk of real exchange rate changes 
and/or capital controls. 
 
Our estimates of the international transmission of income and other changes on Azerbaijan 
separate the long-run or equilibrium relationships between domestic income and foreign income 
from the short-run or dynamic disequilibrium components of those relationships. We examine 
global linkages of the Azerbaijan using an Equilibrium Correction Mechanism (ECM) 
specification that provides the means by which the short-run observed behavior of variables is 
associated with their long-run equilibrium growth paths. The ECM adjusts for any disequilibrium 
between variables that are cointegrated. As a result, it provides the means by which the short-
run observed behavior of variables is associated with their long-run equilibrium growth paths. A 
Table 4.1: Azerbaijan's Trade Openness Measures 
  Trade Intensity (TI) 
Relative World Trade 
Intensity.(RWTI) 
Composite Trade Intensity 
(CTI) 
  TI = (X+M)/GDP RWTIi = (X+M)i / ∑nj=1(X +M)j CTIi = nTIi x RWTIi 
  Total Oil Non-Oil Total Oil Non-Oil Total Oil 
Non-
Oil 
1994    0.68     0.31     0.83    0.00035    0.00061    0.00033  0.045 0.035 0.051 
1995    0.66     0.37     0.80    0.00031    0.00076    0.00027  0.038 0.053 0.041 
1996    0.62     0.63     0.62    0.00037    0.00133    0.00028  0.043 0.157 0.032 
1997    0.55     0.65     0.51    0.00039    0.00151    0.00029  0.040 0.184 0.028 
1998    0.56     0.60     0.54    0.00044    0.00233    0.00031  0.046 0.260 0.032 
1999    0.54     0.64     0.48    0.00043    0.00232    0.00028  0.043 0.278 0.025 
2000    0.64     0.90     0.51    0.00053    0.00248    0.00030  0.063 0.416 0.028 
2001    0.62     0.87     0.46    0.00057    0.00327    0.00028  0.066 0.532 0.024 
2002    0.66     0.98     0.46    0.00064    0.00395    0.00030  0.079 0.723 0.025 
2003    0.73     1.22     0.44    0.00071    0.00441    0.00029  0.097 1.009 0.024 
2004    0.84     1.45     0.46    0.00079    0.00481    0.00030  0.125 1.306 0.026 
2005    0.91     1.29     0.50    0.00114    0.00611    0.00035  0.194 1.472 0.033 
2006    0.87     1.18     0.48    0.00151    0.00781    0.00043  0.246 1.724 0.039 
2007    0.87     1.09     0.50    0.00197    0.01056    0.00049  0.321 2.155 0.046 
Notes: 
: 
1. TI - The Trade Intensity (TI) index is the standard measure of openness and is defined as total trade 
relative to GDP. 
 
2. TWTI - Relative World Trade Intensity (RWTI) of a country i is defined as total trade of the country i 
relative to total world trade, summed over j countries. 
 
3. CTI - Composite Trade Intensity (CTI) measure of distance ratio measuring RWTI’s deviation from 
¯x, the mean of all countries’ RWTI ratios. 
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closely related specification known as the “error-
correcting mechanism” (also having the acronym 
ECM) models both the short and long-run 
relationships between variables.  
The adjustment process of these transmissions is 
based on an estimate of the relationship of real 
GDP growth of Azerbaijan to changes in real GDP 
growth in the global regional economies. Let the 
variable Yi represent the real GDP of Azerbaijan 
and Z represent the real GDP of the global 
regional economies adjusted by Azerbaijan’s 
openness, that is Z = (TI x Yj), where TI is the 
Trade Intensity index as defined above and Yj is 
the real GDP of Azerbaijan’s trading partners.43 
The resulting estimate of the ECM relationship 
between these two variables for 1992-2007 is as follows (see the Technical Appendix for a 
description of the ECM): 
 ∆yt = 0.41 – 0.40(y – z)t-1 + 0.63∆zt + 0.14zt-1                                               (4.1) 
         (-2.7*)         (3.3**)        (1.9*) 
  R2 = 0.94    dw = 2.46    SE =  0.257 
where lower-case letters denote the logarithms of the corresponding capitals, the t-statistics are 
shown in parentheses with * and ** significance at 5 and 10 percent,  R2 is the corrected 
squared multiple correlation coefficient, dw is the Durbin-Watson statistic, and SE is the 
standard deviation of the residuals.  
The estimated equation yields a short-term elasticity of 0.63 and a long-run elasticity of 3.38 
with respect to real GDP of the global regional economies. The growth rate of the selected 
global regional economies is given by ∆ z, whose steady-state path can be denoted g. A 
constant growth rate of g =∆z, yields the long-run dynamic relationship: 
Y = kZ3.38                                                                                                               (4.2) 
where k = exp{[0.41/-0.40] + [-0.40-0.63x(-0.40)-0.14)/-0.402]g = exp(-1.02 – 1.80)g. Since g = 
15.8 percent was the average growth rate of real GDP in the global regional economies during 
the period 1994-2007, then k = 0.009 and the ratio of real GDP of Azerbaijan to that of the 
selected global regional economies equals 1.68 percent, which approximates the average ratio 
in 1994-2007. Azerbaijan’s real GDP growth is therefore shown to be influenced by changes in 
both the level and rate of growth of real GDP in the global regional economies, and the extent to 
which the openness of the economy would be able to impact on the economy. 
4.3 INTERNATIONAL COMPETITIVENESS AND EXPORT GROWTH 
Azerbaijan has a relatively low international competitiveness ranking in terms of both its macro 
and micro-economic indicators affecting trade and investment. Its low international ranking 
pervades three broad categories: (a) trade policies that give rise to domestic trade barriers and 
create impediments to foreign market access, (b) relatively high factor inputs costs, and (c) 
                                            
43 The specification extends the neo-classical growth model to include international transmissions of income (see 
Jeffrey Sachs and Andrew Warner, “Sources of Slow Growth in African Economies”. Journal of African Economies, 
6:3:335-76, and A.P. Thirlwall, “Trade, Trade Liberalisation and Economic Growth: Theory and Evidence”. Economic 
Research Papers No. 63. African Development Bank, 2000. 
Table 4.4: Azerbaijan's Nominal and Real 
Effective Exchange Rate Indices (2000 = 100), 
1994-2008 
  
Nominal 
Exchange 
Rate  
Effective Exchange Rates 
  Nominal Real 
1998 86 137 112 
1999 92 104 97 
2000 100 100 100 
2001 104 93 100 
2002 106 92 103 
2003 109 99 115 
2004 105 102 118 
2005 103 101 111 
2006 100 99 105 
2007 95 99 95 
2008 92 100 84 
Note: 2008 estimate based on data through August 2008. 
Source: Derived from data in Statistical Appendix. 
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exchange rate policies that lower Azerbaijan’s 
international competitiveness.44 The result has 
been a ranking of trade openness and investment 
encouragement by the World Economic Forum for 
Azerbaijan of 76 out of 118 countries in 2008, 
based on composite indices of market access, 
border administration, transport and 
communications infrastructure and the business 
environment. That ranking is substantially lower 
than two years ago when Azerbaijan ranked 64 
(2006) and 62 (2005). Among the CIS countries, 
countries with better trade openness and investment conditions than Azerbaijan include 
Armenia (rank of 61), Moldova (62), Ukraine (68), Kazakhstan (72), while countries having lower 
scores are Russia (103), Tajikistan (104), Uzbekistan (105) and Kyrgyzstan (109).  
For microeconomic factors affecting trade and investment, Table 4.3 shows the details of 
Azerbaijan’s ranking of impediments to doing business across borders. In all cases it ranks in 
the bottom 15 percent of countries for time and cost of processing of imports and exports. For 
imports, the number of documents required for processing is only exceeded by Kazakhstan and 
the Central African Republic; for exports, the cost of a container is only exceeded by 
Kazakhstan, Tajikistan, Iraq and some African countries.  
For macroeconomic factors, Azerbaijan’s oil sector boom has 
created a ‘Dutch disease’ that is undermining the 
competitiveness of the non-oil sector through an appreciation 
of the real exchange rate and by raising factor input costs. As 
a result, the rapid expansion of the oil export sector, which 
now comprises over one-half of the economy, runs the risk of 
impeding growth in the non-oil sector and promoting the 
rapid repatriation of profits from the oils sector, as is already 
occurring in 2007-08. The following sections show the 
magnitude of the real exchange rate appreciation and how it, 
in combination with existing tariffs and NTBs, it undermines 
the competitiveness of the economy’s non-oil sectors. 
4.3.1 Real Cross Exchange Rates 
The effective exchange rate is the weighted average (geometric mean) of the manat’s exchange 
rates against other major currencies, using the annual value of Azerbaijan's trade with the 
respective countries and regions as its weights. When converted to an index using a base 
period, the resulting "nominal effective exchange rate" measures the trade-weighted average of 
the manat’s cross-rates with Azerbaijan’s trading partners. The nominal rate is not sufficient to 
measure a country’s competitiveness. For that, it is necessary to measure the relative price of 
non-tradables to tradables, which reflects the cost of producing a good domestically relative to 
its production cost abroad. The international competitiveness of Azerbaijan is therefore reflected 
                                            
44 The World Bank also categorizes competitiveness into (a) overall performance, (b) macroeconomic and market 
dynamism, (c) financial dynamism, (d) infrastructure and investment climate, and (e) human resources. Another 
approach is based on Michael Porter’s determinants of competitiveness and the so-called Competitiveness Diamond. 
The model provides a framework for organizing the determinants of a country’s competitiveness and economic 
growth potential and can be used to assess industry cluster competitiveness and to develop strategies for improving 
competitiveness. The approach is structured around (a) factor (input) conditions related to skilled labor, and 
infrastructure; (b) demand conditions related to size and type of accessible demand; (c) supporting industries and 
presence of supplier; and the context for firm strategy and rivalry.  
Figure 4.3: Azerbaijan's Nominal and 
Real Effective Exchange Rate Indices 
 
Source: Derived from data in Statistical 
Appendix. 
Table 4.3: Azerbaijan's Doing Business Ranking 
for Trading across Boarders, 2007 
  
Ranking out of 
178 Countries 
Time for Export Processing (days) 166 
Number of Documents for Exports 154 
Cost to Export (US$/container) 170 
Time for Import Processing (days) 158 
Number of Documents for Imports 176 
Cost to Import (US$/container) 167 
Source: International Finance Corporation (IFC), Doing 
Business database. 
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in the ‘real effective exchange rate’ (denoted REER), which takes into account both general 
price movements in Azerbaijan relative to that of each of its trading partners, and the cross 
exchange rate between the manat and the currency of each of Azerbaijan’s trading partners. A 
relative price rise, for example, reflects an increase in the domestic cost of producing tradable 
goods, since it makes production of tradables less profitable and induces resources to move to 
the non-tradables sector. While the concept is straightforward, its empirical measurement is 
difficult for a country like Azerbaijan where price series for tradable and non-tradable products 
are not readily available.  
Figure 4.3 and Table 4.4 show the nominal and real effective exchange rates for Azerbaijan. 
Although the nominal effective exchange rate has remained stable since 2003, the REER has 
fallen dramatically since 2005, reflecting the fact that there has been an increase in the 
domestic cost of producing tradable goods. This decline represents a deterioration in 
Azerbaijan’s degree of international competitiveness in the non-oil sectors. Good are produced 
in a relatively less efficient way that they were before. The way that the relative price of 
tradables to non-tradables is measured for Azerbaijan is based on the so-called Purchasing 
Power Parity (PPP) approach. As such the PPP exchange rate measure of REER is defined as 
ert  =  en Pft/Pnt, where en is the nominal exchange rate, Pf is the foreign currency price of goods 
purchased abroad, and Pn is the domestic price level.45 The foreign currency price is measured 
by the consumer price index (CPI) of Azerbaijan’s trading partners and is a trade-weighted 
average of the trading partners.  
Differences in relative price movements among trading partners can give rise to differential 
conditions in Azerbaijan’s international competitiveness across regions. Table 4.5 presents the 
real effective cross-rates of 
Azerbaijan at the global and 
principal market level, measured in 
terms of the currencies and prices 
of its trading partners in the 
Commonwealth of Independent 
States (CIS), Europe, North 
America, East Asia and the Middle 
East. In recent year, Azerbaijan’s 
competitiveness has fared better in 
the CIS countries and Europe than 
in North America, East Asia and the 
Middle East. The increased 
competitiveness in the European 
market since 1997 is the 
consequence of the appreciation of 
the euro relative to the dollar and 
the close association of the manat 
with the US dollar in Azerbaijan’s 
international oil transactions. To the extent that foreign market importers are responsive to 
relative price differences between Azerbaijan and competing suppliers to those markets, the 
                                            
45 A fall in er represents an appreciation in a flexible exchange rate system, which under the purchasing power 
definition can be brought about by either a fall in the nominal exchange rate en, or a rise in the relative price of 
domestic goods (equivalent to a relative fall in the price of foreign goods). Conversely, a rise in er represents a 
depreciation, which is associated with either a rise in the nominal exchange rate en or a rise in relative prices of 
foreign goods (equivalent to a fall in relative prices of domestic goods). The inverse of the real exchange rate 
therefore measures export competitiveness, since variations in er influence the quantity of goods demanded in the 
foreign markets relative to competing foreign and domestic suppliers to those markets. 
Table 4.5: Azerbaijan's Real Cross-Rates with Major Trading 
Regions(2000=100) 
  World 
Real Cross-Rates 
CIS a/ Europe 
North 
America 
East 
Asia 
Middle 
East 
1996 190 308 146 119 129 105 
1997 141 204 116 101 107 93 
1998 112 139 101 88 90 82 
1999 97 94 101 91 93 87 
2000 100 100 100 100 100 100 
2001 100 107 95 105 98 107 
2002 103 113 103 106 97 67 
2003 115 119 122 109 102 69 
2004 118 122 129 103 96 64 
2005 111 118 121 95 87 59 
2006 105 115 112 88 77 55 
2007 95 102 105 74 65 50 
2008 84 91 91 62 58 43 
a/ Commonwealth of Independent States (CIS) refers to Belarus, Georgia, 
Kazakhstan, Kyrgyzstan, Moldova, Uzbekistan, Russia, Tajikistan, Turkmenistan 
and Ukraine. 
Source: Derived from data in Statistical Appendix.   
 
AZERBAIJAN’S WTO ACCESSION PROCESS AND POTENTIAL IMPACT ON VULNERABLE SEGMENTS OF THE ECONOMY 
27 
 
demand for exports of Azerbaijan would be more favorable in the EU and CIS market than in the 
US, East Asian and Middle East markets. 
These results suggest the need for a prudent investment strategy of the Government’s oil 
revenues in agriculture and other non-oil productive sectors to ensure that currency appreciation 
does not deepen the existing dual economy. If Azerbaijan’s currency appreciates because of the 
Dutch disease effects of oil exports, improving the efficiency of markets and increasing 
emphasis on higher-value agricultural products will be essential to maintaining export 
competitiveness. In this context, the future opportunity for growth and prosperity in Azerbaijan 
lies in building on the competitive advantages of the country.46  
4.3.3 Non-Tariff Barriers to Trade  
So far the analysis of Azerbaijan’s international competitiveness non-oil sectors has ignored 
taxes and other impediments to doing business across borders. To the extent that policymakers 
are interested in the allocation of resources between tradables and non-tradables in the non-oil 
sectors, the domestic relative price should be used. Beyond the implied export tax that an 
import tariff on factor inputs can produce, negative protectionism affecting exporters is further 
magnified by the NTB impediments. Moreover, these NTBs have cross-sectoral effects from the 
impact that barriers in one industry have on others, and the effects that all barriers taken 
together have on the exchange rate. Because of Azerbaijan’s high rating in these NTBs, it is 
important to examine their magnitude and tariff-equivalence on non-oil activities in the country. 
Unfortunately, while the direct approach to NTB classification and measurement is useful for 
policy purposes, it is often difficult to calculate 
their individual magnitudes and associated 
impact. Among the various general methods that 
have been used to measure NTBs is the so-
called price-comparison measure, which 
calculates NTBs in terms of tariff equivalents or 
price relatives. This approach focuses on the 
price wedge arising from various trade control 
measures.47   
Figure 4.4 illustrates the effects of NTBs on the 
price and quantity of a traded good. It also 
demonstrates the effect of a wedge between the 
price received by foreign producers for the 
import they supply to Azerbaijan and the price 
charged by domestic producers for those 
imports. Schedule D is the import demand curve of Azerbaijan and schedule S0 depicts the 
import supply of foreign producers without any NTBs being applied. A discriminatory technical 
barrier raises the cost to foreign producers and shifts the supply curve up to S1.48 The same 
effect can occur from any number of bureaucratic and administrative procedures to imports that 
for foreign producers effectively raise the cost of doing business in Azerbaijan. In addition to 
                                            
46 For details, see Annex 1 of World Bank, “Azerbaijan: Building Competitiveness: an Integrated Non-Oil Trade and 
Investment Strategy INOTIS)”. In two volumes, November 2003. 
47 For applications of the price-comparison approach, see Bhagwati and Srinivasan (1975), Baldwin (1975), Eurostat 
(1988), and Sazanami, Urata and Kawai (1995). For a general discussion of efforts made to calculate ad valorem 
equivalents, see Laird (1996). 
48 Baldwin, R.E. (1991), “Measuring the Effects of Nontariff Trade-Distorting Policies”. In J. de Melo and A. Sapir 
(eds), Trade Theory and Economic Reform: North, South, and East: Essays in Honor of Béla Balassa. Oxford: Basil 
Blackwell. 
Figure 4.4: Price and Quantity Effects of NTBs 
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tariff-equivalent effects from red-tape costs, the application of the general sales tax (on a duty-
inclusive basis) also raises the price that Azerbaijani consumers must pay for the good. If 
imports and the domestically produced goods are perfect substitutes, then both the import price 
and the price of the domestically produced good rise by the same proportion. The price rise 
reduces domestic consumption but expands the amount supplied from domestic sources. 
To calculate the price wedge it is useful to invoke the Law of One Price, which holds that 
because of competition among sellers and arbitrage in goods markets, prices of identical 
products sold in different countries will be the same after adjustments are made for transactions 
costs such as transportation and trade control measures. Algebraically, this relationship can be 
expressed as follows: 
 Pjd = re (1+tj) Pjm 
where Pjd and Pjm are the domestic producer price and world market price, respectively; re is the 
equilibrium exchange rate, and  tj  is a broad measure of tariffs, other trade control measures, 
transportation, and other transactions costs. If transactions costs are negligible for 
homogeneous products and the law of one price holds for all goods, then the difference 
between domestic and world market prices will be dominated by the effect of tariffs and NTBs to 
trade on the domestic price of the product j.  
Homogeneous primary commodities dominate exports of Azerbaijan, so that the Law of One 
Price should hold after allowance is made for transactions costs and trade control measures. 
Under these conditions, we can calculate tj as the tariff-equivalent ad valorem rate that would 
create the same wedge between the domestic and import price as the tariffs plus NTBs. 
Specifically,  
 tj  =  (Pjd - rePjm) / rePjm 
is the tariff-equivalent measure of the price wedge.  
The equilibrium exchange rate in our calculation is that which 
would prevail in a non-distorted environment to adjust 
domestic producer prices in manat to US dollar equivalents. 
Using 2003 as the base year because the trade balance was 
at its lowest for the period, we estimated the equilibrium 
exchange rate as ret  =  rn2003 Pft/Pnt, where rn2003 is the nominal 
exchange rate in 2003, Pft is the trade-weighted average of the 
consumer price index (CPI) of Azerbaijan’s trading partners 
and Pnt is the consumer price index (CPI) of Azerbaijan. Figure 
4.5 compares the equilibrium exchange rate with the real 
effective exchange rate, and confirms expectations that the 
manat has been overvalued since 1998, except for the period 
between 2003 and 2005 when investment flourished and the 
economy became more open. 
We estimated the price wedge from the observed cif import prices of selected agricultural 
products in the United States and the corresponding domestic producer prices of Azerbaijan’s 
Table 4.6: Azerbaijan’s Equilibrium Exchange Rate, 1997-2008 
  Units 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 
 Nominal Exchange Rate  AZN/ US$   0.80   0.77   0.82   0.89   0.93   0.95   0.97   0.94   0.93   0.89   0.85   0.82  
 Consumer Price Index   2003=100  77  87  92  94  95  98  100  107  117  127  148  177  
 Avg Trading Partner Price   2003=100  56  61  68  74  83  92  100  107  114  121  129  137  
 Real Effective Exch. Rate   2003=100  123  97  84  87  87  90  100  102  97  91  83  73  
 Equilibrium Exch. Rate   2003=100  138  143  135  126  115  107  100  100  103  105  114  129   AZN/ US$   1.34   1.39   1.31   1.23   1.11   1.04   0.97   0.97   1.00   1.02   1.11   1.25  
Source: Derived from data in Statistical Appendix. 
Figure 4.5: Equilibrium Exchange Rate vs 
Real Effective Exchange Rate Indices 
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major trading partners. The results summarized in Table 4.7 are only intended to be indicative of 
the magnitude of NTBs in Azerbaijan’s trade. A more detailed analysis need to account for 
transport costs, insurance, and other costs as part of normal logistics operations.49 The price 
wedge caused by non-tariff distorting policies has a trade-weighted average of 18 percent, on 
top of the 15 percent average tariff for the selected products. It is greatest for cotton fiber (33%), 
tobacco (24%) and wheat (23%). In contrast, wine has small tariff-equivalent NTBs levels 
because of the high tariff rate already applied to that product. The negative rates of protection in 
the cases of tea and sugar (measured prices at the boarder exceeded domestic prices) 
represent a subsidy to producers and domestic consumers. These price distortions are difficult 
to measure from simple calculations of tariff price equivalents, and a better approach would be 
to measure the output subsidy equivalent (OSE), which is the direct subsidy to production that 
would have the same effect on output as the actual subsidy.  
Despite data and interpretation problems related to comparison of the prices of imported and 
domestic products, and the need to include transportation and transactions costs of the product, 
the price-comparison method provides a straightforward method of estimating the magnitude of 
non-tariff distorting policies, especially for homogeneous products. Since transport and quality 
differences between the foreign and domestic goods do not vary greatly over time, time-series 
measurement is more indicative of the magnitude and direction of NTBs than is cross-sectional 
measurement. 
4.3.4 Shadow Exchange Rate 
Market distortions influence the domestic price level relative to the border price level, and 
therefore they affect the extent to which Azerbaijan’s exchange rate is over or under-valued. We 
can measure the degree of boarder distortions on the official exchange rate through the shadow 
exchange rate (SER), which incorporates into the official exchange rate the effect of relative 
price changes arising from commercial policies in the form of tariffs and nontariff barriers to 
trade and export subsidies and taxes.50 When tariff distortions are the only distortion to trade, 
                                            
49 For a breakdown of costs and the appropriate methodology for estimating the price wedge, see Montague Lord, 
“Trade-Related Policies and Practices in Honduras”. Honduras Policy Enhancement and Productivity (PEP) Project, 
USAID, Tegucigalpa, Honduras, 2001. 
50 Other variants of the SER are those that determine the exchange rate that would balance trade, and the exchange 
rate that would balance the current account. For estimates of these two shadow exchange rates for Azerbaijan, see 
Montague Lord, “A Balance of Payments Model for Azerbaijan”. Asian Development Bank, 1998. 
Table 4.7:  
Azerbaijan Price Wedge between World and Domestic Prices for Selected Products, 2007 
  
Border 
Price 
Equivalent 
(US$/MT) 
Domestic 
Price 
Equivalent 
(US$/MT) 
Price 
Wedge 
(%) 
Tariff on 
Imports 
(%) 
Price 
Wedge 
- Tariff 
Share 
of 
Total 
Fresh fruits, tons 431   568  132% 15% 17% 43% 
Cotton fibre, tons 625   925  148% 15% 33% 11% 
Vegetable oil, tons 868  1,145  132% 15% 17% 10% 
Fruit and vegetables juice, tons 334   447  134% 15% 19% 8% 
Fresh vegetables, tons 292   389  133% 15% 18% 8% 
Potatoes, tons 186   238  128% 15% 13% 7% 
Tea, tons 2,504  2,691  107% 15% -8% 6% 
Cotton yarn, tons 922  1,141  124% 5% 19% 3% 
Wheat flour, tons 193   265  138% 15% 23% 1% 
Tobacco, tons 606   842  139% 15% 24% 1% 
Wine, thsd. dkl.  5,578  9,134  164% 53% 11% 1% 
Sugar beet, thsd. ton   44     48  108% 15% -7% 1% 
Trade-Weighted Average     133% 15% 18% 100% 
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the shadow exchange rate can be approximated by the product of the market exchange rate 
and the shadow exchange rate factor, calculated as one plus the weighted average tariff rate.51  
The shadow exchange rate is meant to establish the correct 
relationship between prices of tradable and nontradable 
goods. It is, however, subject to a number of interpretations. 
The present definition of the shadow exchange rate is 
consistent with a trade balance since its primary use is for 
macroeconomic policy determination. Tradable goods valued 
at the border price level can be revalued to the domestic 
price level by multiplying their value by the shadow 
exchange rate factor and, alternatively, nontradable goods 
valued at the domestic price level can be revalued to the 
border price level by multiplying their value by the reciprocal 
of the shadow exchange rate factor, the product of which is 
known as the standard conversion factor.  
Figure 4.6 and Table 4.8 show Azerbaijan’s estimated shadow exchange rate in nominal and 
real terms. In 2007, for example, the shadow nominal exchange rate for the manat is 0.7 per US 
dollar, in contrast to the official exchange rate of 0.85 per US dollar. Hence, the official manat 
exchange rate was undervalued relative to its shadow exchange rate. Investments using the 
official exchange rate rather than the shadow exchange rate would have favored projects 
producing non-tradables relative to projects 
producing tradable goods outside the oil 
sector, which actually has occurred in the 
country. In practice, however, the shadow 
exchange rate factor should be applied to the 
equilibrium exchange rate instead of the 
market exchange rate. If we assume that 
Azerbaijan’s exchange rate was in 
equilibrium in 2003, then the tariffs and NTBs 
on imports aggravated the sharp rise in 
prices of domestic goods relative to those of 
foreign suppliers. As a result, the real 
appreciation of the manat, taking into account 
tariff-equivalent distortions, was greater than 
would otherwise have taken place had those commercial policy distortions not been in place. 
 
                                            
51 For details on the methodology for calculating the shadow exchange rate, see Montague Lord, “Economic Growth 
in Uzbekistan: Sources and Potential”. Asian Development Bank, 2005.  
Figure 4.7: Nominal and Real Shadow 
Exchange Rates (AZN/US$) 
 
Table 4.8: Azerbaijan's Shadow Exchange Rates 
 
Official Exchange 
Rate 
Shadow 
Exchange 
Rate 
Factor 
Shadow Exchange 
Rate 
Nominal Real a/ Nominal Real a/ 
AZN/US$ Coeff. AZN/US$ 
1997 0.80 1.20 1.22 0.65 0.98 
1998 0.77 0.94 1.22 0.63 0.77 
1999 0.82 0.82 1.23 0.67 0.66 
2000 0.89 0.85 1.24 0.72 0.68 
2001 0.93 0.85 1.20 0.78 0.71 
2002 0.95 0.87 1.20 0.80 0.73 
2003 0.97 0.97 1.19 0.82 0.82 
2004 0.94 0.99 1.18 0.80 0.84 
2005 0.93 0.94 1.20 0.77 0.78 
2006 0.89 0.89 1.20 0.74 0.74 
2007 0.85 0.81 1.21 0.70 0.67 
a/Measured at the 2003 equilibrium nominal exchange rate, adjusted 
for relative price changes in tradables and non-tradables. 
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5. POTENTIAL IMPACT ON PROTECTED INDUSTRIES 
5.1 PROTECTION OF  IMPORT-SUBSTITUTING AND EXPORT-ORIENTED INDUSTRIES  
Apart from their important contribution to government revenue, tariffs continue to be used to 
protect the local market for domestic industries that would otherwise be vulnerable to foreign 
competition. Tariff escalation by stages of production in Azerbaijan reinforces import-substitution 
policies and favors the least beneficial kinds of production that have little value added for the 
economy. Tariff escalation promotes the production of final goods in place of intermediate and 
capital goods, other material inputs, and non-traded commodities, which is typical of the now-
disfavored import-substitution policy, and imposes a heavy cost on consumers and some 
producers for the benefit of others. 
The magnitude of protection afforded by Azerbaijan’s current tariff structure can be measured 
by the effective rate of protection (ERP). In contrast to the nominal rate of protection (NRP) that 
calculates the extent of protection by the difference between the border price of foreign-made 
products and the price of domestic import-substitutes made by local producers, the ERP 
measures the increase in value-added of the protected industry over value added of that same 
industry measured in terms of border prices. For an industry or firm, the value added is the 
difference between the total value of output and the cost of the intermediate inputs used in the 
production of the final product. Since the value added measures the return to capital and labor 
used in the industry or firm, the larger the proportion of low-tariff imports used in the production 
of the product the higher the ERP, and therefore the more attractive the industry is for 
investment. Similarly, the magnitude of ERP rises steeply as the amount of value-added 
components becomes smaller relative to inputs. For this reason, low value-added production 
that simply mixes imported materials, packages or assembles products are high ERP industries. 
The ERP measures how tariffs on a product and its tradable inputs jointly affect the value-added 
of a particular activity. When only the nominal rate of protection is calculated, the tariff on 
imports suggests that domestic production will be encouraged to increase their output. 
However, whether they increase their output depends not only on the tariff on imports, but on 
the tariffs applied to inputs used in their manufacture. While domestic producers are given an 
implicit subsidy on their production when there are tariffs on imports, they also face a tax on 
their imported inputs, which can neutralize the effect of the implicit subsidy. The ERP therefore 
measures the net protection on the production process, rather than simply the gross protection 
on the industry’s output.  
The formula for the ERP is as follows: 
ERP = (V*j - Vj)/ Vj (5.1) 
where ERP = effective rate of protection 
 V*j  =  Value added per unit of j in activity j at tariff applied price 
 Vj    =  Value added per unit of j in activity j at tariff-free price 
Alternatively, we can specify the ERP in terms of tariffs on the applied inputs and output of the 
industry as follows: 
ERP = (1 - Σi ai)/[1/(1+t)] – Σi [ai/(1+ti)] – 1 (5.2) 
where t    =  nominal tariff rate on imported equivalent to the domestic output. 
ti    = nominal tariff rate on tradable input i in the production of the good. 
 ai   = value of input i per unit of output. 
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Like the nominal rate of protection, a positive ERP indicates that the returns earned from 
production are greater than those earned without intervention. Likewise, a negative ERP 
indicates that the reverse is true. In the case where the ERP is zero, the effect is the same as 
without intervention.  
The ERP formula suggests the following  
 t = ti implies that the ERP will equal the nominal rate of protection (NRP), i.e., ERP = 
NRP. 
 t < ti implies that the ERP will be positive, suggesting that the effective protection for 
the industry is greater than that of nominal protection on both the final and imported 
inputs. 
 t < ti implies that the ERP will be effective protection for the industry is smaller than the 
nominal protection on both the final and imported inputs. 
The incidence of tariff reductions on inputs and final products differs between import-substitution 
industries and export-oriented ones. The approach used to measure the incidence of the ERP in 
Azerbaijan and the effects of liberalization therefore separates the calculation for export-
oriented industries from those for import-competing ones. The distinction is critical to the output 
and employment effects arising from Azerbaijan’ trade liberalization because tariffs protect the 
import-substituting industries but not the export-oriented ones.  
For import-substituting industries, the tariff on the final good acts as a subsidy to the industry, 
while the tariff on inputs acts as a tax. Protection granted to final goods therefore increases 
returns to value-adding factors in those industries. Higher protection on outputs raises the 
domestic prices for import-competing goods and increases the returns for their production. 
Taxes on intermediate inputs, however, reduce the returns to value adding factors.  
For export-oriented industries, there are no benefits to be derived from domestic protection on 
their output. Instead the industries confront world prices for their sales, while being taxed on 
their inputs through the tariffs they paid on imported inputs. The effect of the Azerbaijan tariff 
regime on these industries is always negative because of the cost-increasing effects of higher 
prices for intermediate goods.  
The anti-export bias is found by combining the effects of the tariffs on import-substitution 
activities and export-oriented activities within the same industry. We can measure the anti-
export bias, denoted A, for any given industry as follows: 
 A = [(1 + ERPm) / (1 + ERPx) – 1] * 100 (5.3) 
Where ERPm  = the ERP on the import-substitution activities of the industry, and 
 ERPx  = the ERP on the export-oriented activities of the industry. 
5.2 IMPACT OF TARIFF REFORMS ON VULNERABLE INDUSTRIES 
5.1.1 Effective Protection for Import-Competing Production 
Effective protection estimates for import-competing production for 2007, together with the 
underline input and output tariff and input coefficients, are reported in Table 5.1.  The estimates 
are summarized for the major seventeen non-oil industries of the economy plus refined 
petroleum products. Those non-oil industries are manufacture of tobacco products; textile 
products; furniture manufacturing; radio, television, communication equipment and apparatus; 
agricultural crops; food products; leather, leather products and footwear; rubber and plastic 
products; motor vehicles; trailers and semi-trailers; livestock products; medical, precision and 
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optical instruments; watches and clocks; wood products; electrical machinery and apparatus; 
publishing, printing and reproduction of recorded materials; chemical products; fabricated metal 
products; and machinery and equipment.   
Table 5.1: Azerbaijan Nominal and Effective Rates of Protection     
ISIC Description 
Trade 
Balance 
a/ Classification NRP b/ 
Import-
Substitution 
Export-
Oriented 
Anti-
Export 
Bias 
1600  Manufacture of tobacco products -690% Import-Sub 20.7% 42.4% -52.6% 200.6  
1729  Manufacture of textile products -37% Import-Sub 15.0% 31.5% -36.8% 108.0  
3610  Manufacture of furniture 
manufacturing 
-187% Import-Sub 14.4% 29.3% -24.3% 70.8  
3250  Manufacture of radio, television, 
communication equipment and 
apparatus 
0% Neutral 13.7% 28.1% -26.1%  73.4  
2320  Manufacture of coke and refined 
petroleum products 
22% Export-
Oriented 
15.0% 28.0% -41.9%  120.4  
 0111 Agricultural crops -17% Import-Sub 15.0% 27.4% -32.8%  89.6  
1511  Manufacture of food products -4% Import-Sub 15.0% 22.4% -21.0%  55.0  
1920  Manufacture of leather, leather 
products and footwear 
-73% Import-Sub 13.4% 22.2% -28.1%  70.0  
2519  Manufacture of rubber and plastic 
products 
-432% Import-Sub 10.4% 21.7% -19.5%  51.2  
 3410 Manufacture of motor vehicles, 
trailersand semi-trailers 
-736% Import-Sub 9.8% 18.5% -22.2%  52.4  
 0122 Livestock products -6% Import-Sub 13.6% 17.2% -40.5%  96.8  
3210  Manufacture of medical, precision 
and optical instruments, watches and 
clocks 
-2051% Import-Sub 9.1% 16.9% -28.5%  63.5  
2010  Manufacture of wood products -493% Import-Sub 10.0% 15.1% -28.5%  61.0  
3110  Manufacture of electrical machinery 
and apparatus  
-2647% Import-Sub 7.5% 11.9% -29.0%  57.7  
2221  Publishing, printing and reproduction 
of recorded materials 
-164% Import-Sub 9.0% 7.8% -26.1%  45.9  
2411 Chemical industry -140% Import-Sub 1.5% -1.5% -6.3%  5.1  
2899  Manufacture of fabricated metal 
products 
-1264% Import-Sub 0.5% -4.5% -5.7%  1.2  
3430 Manufacture of machinery and 
equipment 
-2272% Import-Sub 0.5% -12.8% -14.5%  2.0  
 Import-Substituting Industries   10.3% 16.6% -26.0% 64.4 
 Export-Oriented Industries   15.0% 28.0% -41.9%  120.4  
 Agricultural Products   16.1% 27.3% -36.7% 110.5 
 Manufacturing Products   8.8% 14.2% -22.7% 50.9 
 Total   10.8% 17.9% -26.9% 68.0 
a/ Defined by calculated value of (exports - imports)/production. Positive values associated with export-oriented industries; negative values associated 
with import-substituting industries. 
b/ Weighted NRP, based on own calculations       
The estimated ERPs for import-competing products range from -13 percent to 43 percent 
whereas only estimated ERP for export-oriented is -42 percent. The production of coke and 
refined petroleum is the only export-oriented industry in the table, according to the values for the 
trade balances of the various industries. The results of our estimates indicate that the 
unweighted average ERP for agricultural products (tobacco; livestock; agricultural crops; food 
products) that are directed towards import-substitution activities is 28 percent, and for export-
oriented activities it is -42 percent; for manufacturing activities, the unweighted average is 17 
percent for import-substituting activities and -42 percent for export-oriented activities. The 
results clearly point to a bias against agriculture and in favor of manufacturing in the tariff 
structure.  
The disaggregated estimates for 2007 in Table 5.1 reveal a high degree of ERP variability 
across industries. Five industries (tobacco products; textiles; furniture; radio, television, 
communication equipment and apparatus; coke and refined petroleum; and agricultural crops) 
have ERPs import-substitution estimates exceeding 25 percent. ERPs import-substitution 
AZERBAIJAN’S WTO ACCESSION PROCESS AND POTENTIAL IMPACT ON VULNERABLE SEGMENTS OF THE ECONOMY 
34 
 
estimates for those five sectors range from 26 to 43 percent demonstrating higher returns for 
their production. Three ERPs import-substitution estimates indicate the negative value ranging 
from -2 percent to -13 percent, meaning that these industries (chemical products; fabricated 
metals; machinery and equipment) generate low returns for their production.  
The implications of the escalating nature of the tariff structure for the incentive structure for 
domestic manufacturing is demonstrated by the ERP estimates for individual industries. Since 
the nominal protection rates (NRP) on final goods are generally higher than those on 
intermediate goods, the net effect of the nominal tariff structure has been to produce ERPs that 
exceed the nominal tariff rate in most industries. The rank correlation coefficient between NRP 
and ERP across the tobacco products, textiles products, furniture manufacturing, radio, 
television, communication equipment and apparatus, agricultural crops, manufacture of food 
products, leather and leather products and other sectors within manufacturing and food related 
industry is rather weak (only 0.3). This finding points to the importance of intermediate tariffs in 
determining the net production or protective effect of the tariff structure.  
5.1.2 Effective Protection for Export-Oriented Industries 
Table 5.1 shows the ERP applying to a firm that produces for the export market (column 6). 
Industries attempting to export are often unable to benefit from exemptions of import duties on 
imported inputs. The effect of the tariff regime on such a firm is negative as a result of the cost-
increasing effects of higher prices for intermediate goods. The negative ERP values occur 
because the value-added measured at world prices is negative for these industries. Valued at 
prices on world markets, these industries used more than US$1 of non-factor inputs to produce 
US$1 of output. The negative effects for exporters are the largest for tobacco, coke and refined 
petroleum, textile products, agricultural crops and livestock products, pointing to the greater 
costs of intermediate goods for these industries.  
Tariffs on tradable inputs used in export-oriented industries can create an anti-export bias. 
Those industries attempting to export rather than sell in the domestic market receive no output 
tariff protection but must nevertheless pay the protected input costs of tradable inputs. The 
negative effects from the higher costs of inputs are greatest for tobacco products. While these 
duties on inputs are in principle offset by the existing duty-drawback scheme, administrative 
obstacles and delays often prevent them from using the scheme.  
The last column of Table 5.1 measures the effect of incentives for export-competing production 
by comparing returns to domestic sales (or import-competing production) with the returns to 
export sales (export-competing production) for each industry. The estimated anti-export bias 
(EBI) indices, together with the underlying estimates of effective rates of protection for domestic-
market oriented and export production (ERPd and ERPx) show that all industries suffer 
significant biases. The average anti-export bias is 68 percent for all industries, implying that 
selling in the domestic market is almost one-and-a-half times more profitable compared to 
exporting. A key inference from this finding is that, while various indirect measures to 
counterbalance the anti-export bias of the protectionist regime seem to have had some effect, 
they are unlikely to have achieved the desired neutrality in the incentive structure even if the 
efficiency of their implementation were substantially improved. More importantly, there is a 
considerable bias against exporting in several of the sectors where a country of Azerbaijan’s 
level of development has ample scope of achieving export success, such as in coke and refined 
petroleum products, food products, rubber and plastic products. While there is much room to 
improve the efficacy of the duty rebate scheme and other tax exceptions, the objective of 
removing anti-export bias cannot be achieved through these cushioning measures alone, 
without further actions to rationalize the tariff structure.  
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The anti-export bias is an indicator of the relative profitability of production for the domestic 
market compared to exporting.  It is relevant for the production decision of a firm only if both 
these two options carry important weights in its marketing decision. Selling in the domestic 
(Azerbaijanis) market is not an option for firms (mostly foreign firms) who select Azerbaijan as 
an export platform as part of their global and regional sourcing. What is important for these firms 
is the relative profitability of producing in Azerbaijan compared to producing in other countries. 
In fact, the data on the ownership structure of manufacturing exports from Azerbaijan clearly 
suggest that foreign investment enterprises have accounted for much of the recent export 
expansion. The upshot of this emerging export pattern is that Azerbaijan has so far failed to 
entice pure local firms, in particular small and medium scale firms  (which always have a 
tendency to place a greater weight on the option of selling in the domestic market) to enter 
export markets. It is in explaining this policy failure that a clear understanding is needed of the 
incentive bias embodied in the incentive structure. 
5.3 OUTPUT AND EMPLOYMENT ADJUSTMENTS TO LIBERALIZATION 
While estimates of effective rates of protection are suggestive of what industries are more or 
less favored or threatened by current tariffs and proposed reforms, the ERPs are more 
indicative of the potential direction of change in resource pull than of the output magnitudes 
involved. Predicting the quantitative impact of liberalization requires a supply side analysis. To 
motivate the analysis, we begin with a graphic illustration of the impact of the trade liberalization 
on an industry.  
Our approach assumes constant non-tradable factor prices except owing to tariff changes 
directly, and so is legitimate only to the extent that this is approximately the case. Naturally, a 
significant restructuring of relative output prices would lead to changes in the demand for such 
non-traded factors, e.g., labor or land, and so to changes in the factor prices. Tradable inputs 
prices are assumed fixed on world markets and so the domestic prices of these inputs depend 
only on changes in the input tariff rates, which are accounted for in our analysis. This 
maintained assumption of fixed non-traded factor prices in Azerbaijan following the trade 
liberalization may be viewed as roughly legitimate – overall output in the industries under 
consideration does not dominate the economy – or it may be viewed as a simplifying 
assumption which could then be relaxed to mitigate the findings in a thoughtful way. For 
example, as labor-intensive industries expand and eventually wages begin to rise, this will 
impact the cost structure of firms and moderate any expansion somewhat. 
We estimate the impact of the trade liberalization on the industries being considered. The 
approach is illustrated in Figure 5.1 which represents an industry supply curve diagram with 
initial price and quantity supplied given by P1 and Q1. When tariffs are changed on inputs and 
output simultaneously, two forces are at work in the industry. First, a change in the input tariffs 
will alter costs and so shift the supply curve up or down depending on if unit costs have 
increased or decreased due to the tariff changes. In Figure 5.1, the assumption is that input 
tariffs have been reduced causing unit costs of production to fall and the supply curve to shift 
downward to S2. For export-oriented industries, the output price remains at the initial level P1, 
and output expands to Q1* by an amount dependent upon the magnitude of the cost reduction 
and the price elasticity of supply. In the case of import-substitution industries, however, the 
output price is also altered by tariff elimination on the final product, so that there is an additional 
adjustment represented by a movement along the new supply curve. In Figure 5.1, the 
assumption is that the output tariff is lowered so that price falls to P2, inducing a new equilibrium 
price and quantity at P2 and Q2, the quantity change depending again on the magnitude of the 
output price change and the supply elasticity. Clearly, even if all tariffs are reduced, output may 
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rise or fall. And, more generally, the net effect of tariff reform on output and so employment at 
the industry level is an empirical issue.  
In order to calculate the effects of liberalization, we first estimated the industry supply elasticities 
using a distributed lag model of the supply relationship for production, Q, with independent 
variables price, P, domestic income, Y, and a technology trend, T: 
 lnQt = α30 + α31lnQt-1 + α32lnPt + α33lnYt + α34T + µ3  (5.4) 
The expected signs are 0 < α31 < 1; α32, α33 > 0; α34 >< 0. 
The long run price and income elasticities are reported in Table 5.2, based on the coefficients of 
equation (5.4) reported in Appendix Table 5.1. The unweighted average elasticities of short run 
price and income of import-substituting industries are 1.2 and 0.14 respectively, while the 
corresponding long run price and income are 1.6 and 0.16 respectively. For export-oriented 
industry the average unweighted elasticities of short run price and income are 0.29 and 0.09, 
and their long-term elasticities are 0.39 and 0.12 respectively. On average, the price elasticity of 
all products is 1.16 in the short run and 1.57 in the long run, while that of income is 0.15 in the 
short run and 0.20 in the long run.  
The same 18 supply functions have been estimated for 53 Azerbaijan regions to measure their 
price and income elasticities, which in turn have been used to measure the effect of trade 
liberalization on regional output and employment. The results of those estimates presented in 
Appendix Table 5.2 reveal unweighted 
average price and income elasticities of 
0.21 and 0.67 in the short run, and 0.23 
and 0.07. Shifts in the supply curves 
associated with input tariff changes are 
calculated as the trade liberalization-
induced change in input tariffs weighted 
by each input’s total non-factor costs. 
Movements along the new supply curve 
resulting from output tariff changes and 
cost-change induced equilibrating 
changes are then calculated using the 
elasticity estimates. As indicated earlier, 
for import-substituting industries, both 
cost-induced supply-adjustments and 
price-induced changes in output are 
calculated, whereas only cost-induced 
supply adjustments are estimated for 
export-oriented industries not enjoying a 
protected market, and consequently pre-trade liberalization higher prices. 
Table 5.3 illustrates the effect that a 50 percent across-the-board tariff cut would have on 
Azerbaijan’s output for the 18 selected industries. For the import-substituting industries, the 50 
percent tariff reduction would lead to a 4 percent cost reduction for inputs that would increase 
the quantity demanded of those inputs by 9.8 percent. However, the accompanying reduction in 
the output price would reduce the quantity supplied by 4.6 percent, and together with the shift in 
supply caused by the cost reduction, would lead to a 9.5 percent decrease in the supply of final 
products. The net results of these adjustments would be a net change in the output value of 2.2 
percent.  
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Table 5.2: Regression results for Azerbaijan Aggregated Supply Functions  
   Price elasticity Income elasticity 
ISIC Product description Classification Short run Long run Short run Long run 
1511 Manufacture of food products  Import-Sub 1.19 1.19 0.49 0.49 
1600 Manufacture of tobacco products Import-Sub 4.33 4.68 0.03 0.04 
1729 Textile industry Import-Sub 1.80 2.49 0.32 0.44 
1920 
Manufacture of leather, leather products and 
footwear Import-Sub 0.21 0.26 0.02 0.03 
2010 
Wood working and wood products and cork 
products Import-Sub 2.59 3.24 0.01 0.01 
0111 Agricultural crops Import-Sub 0.71 1.38 0.06 0.12 
2221 
Publishing, printing and reproduction of recorded 
materials Import-Sub 0.40 0.56 0.15 0.21 
2320 
Manufacture of coke and refined petroleum 
products Export-oriented 0.29 0.40 0.09 0.13 
2411 Chemical industry Import-Sub 0.88 1.27 0.04 0.06 
2519 Manufacture of rubber and plastics products Import-Sub 0.09 0.14 0.16 0.24 
2899 Manufacture of fabricated metal products Import-Sub 1.19 1.65 0.49 0.68 
3430 Manufacture of machinery and equipment Import-Sub 0.07 0.11 0.06 0.09 
3110 
Manufacture of electrical machinery and 
apparatus Import-Sub 0.95 1.46 0.10 0.16 
3250 
Manufacture of radio, television, communication 
equipment and apparatus Neutral 1.63 2.40 0.35 0.52 
3210 
Manufacture of medical, precision and optical 
instruments, watches and clocks Import-Sub 0.03 0.03 0.02 0.02 
3410 
Manufacture of motor vehicles, trailers and semi-
trailers Import-Sub 0.01 0.01 0.003 0.004 
3610 Manufacture of furniture manufacturing  Import-Sub 0.29 0.44 0.28 0.44 
0122 Livestock products Import-Sub 4.27 6.63 0.05 0.07 
 Import-Substituting Industries  1.19 1.60 0.14 0.19 
 Export-Oriented Industries  0.29 0.40 0.09 0.13 
 Agricultural Products  2.63 3.47 0.16 0.18 
 Manufacturing Products  0.74 1.03 0.15 0.22 
  Total   1.16 1.57 0.15 0.21 
Not all import-substituting industries would, however, experience a decrease in the value of their 
output. This would occur in those industries where the tariff on inputs is substantially higher than 
that on their outputs, notably machinery and equipment, fabricated metal products, chemicals, 
and wood products. In others where the tariffs on final products are significantly higher than 
those for their inputs, the effect of an across-the-board tariff cut would have a large negative 
impact on the output value of the industries (food products, agricultural crops, livestock, and 
tobacco products). Since agricultural products are the most negatively affected, it is these 
products that suffer the largest decline in the value of their output. The average decline in the 
value of the selected import-substituting industries would be 3 percent, compared with an 
overall marginal increase in the value of the selected manufacturing exports. 
The distributional effect of trade liberalization on the output of fifty three regions of Azerbaijan 
have been analyzed and presented in the appendix table 5.3. The results demonstrate that the 
most negative impact of 50 percent tariff reductions would occur in Baku city, Ganja, Absheron, 
Sumqayit, Nakhchivan and Shaki because of the importance of most of the selected industries 
to these regions. 
The employment effects associated with the trade liberalization-induced adjustments in 
Azerbaijan’s industries assumes fixed labor-output coefficients in production. For this reason, 
the same export-oriented industries likely to expand their employment are the same ones 
mentioned above that will significantly increase their output, while those experiencing the largest 
contractions in employment are those with the relatively larger output adjustments. These 
employment changes are of course suggestive of the quantities involved. Using the output 
adjustment estimates from above, we calculate the percentage change in employment resulting 
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from the trade liberalization-related tariff adjustments. We then calibrated the actual levels of 
employment by industry to calculate the estimated change in labor demand by sector.  
Table 5.3: Azerbaijan Industrial Production Shift-Analysis from Liberalization based on 50 % tariff reductions 
  
ISIC Class 
Base Output 
Value Percent Change 
Change 
in Value 
  
    
(Azerbaijani 
1000 manat) Cost Qty1 Price Qty2 
Manufacture of tobacco products 1600  Import-Sub             24,123  -5.0% 6.0% -8.6% -10.3%      -1,037 
Manufacture of textile products 1729  Import-Sub             51,552  -6.4% 61.3% -6.5% -62.5%         -654 
Manufacture of furniture manufacturing 3610  Import-Sub             26,446  -4.7% 8.7% -6.3% -11.7%         -787 
Manufacture of radio, television, communication 
equipment and apparatus 3250  Neutral        1,626,963  -4.6% 1.0% -6.0% -1.3%      -4,760 
Manufacture of coke and refined petroleum products 2320  
Export-
Oriented        1,626,963  -3.9% 11.0% 0.0% 0.0%   179,059  
Agricultural crops  0111 Import-Sub           950,000  -4.9% 5.0% -6.5% -6.6%    -15,465 
Manufacture of food products 1511  Import-Sub        1,117,700  -4.3% 5.9% -6.5% -8.9%    -33,854 
Manufacture of leather, leather products and footwear 1920  Import-Sub               6,165  -5.1% 1.5% -5.9% -1.8% -14 
Manufacture of rubber and plastic products 2519  Import-Sub             24,748  -1.4% 0.0% -4.7% -0.1% -10 
Manufacture of motor vehicles, trailers and semi-trailers  3410 Import-Sub               4,289  -3.1% 1.2% -4.5% -1.7% -22 
Livestock products  0122 Import-Sub           755,318  -2.1% 2.5% -6.0% -7.2% -35,148 
Manufacture of medical, precision and optical 
instruments, watches and clocks 3210  Import-Sub             12,330  -3.7% 9.4% -4.2% -10.5% -134 
Manufacture of wood products 2010  Import-Sub             10,900  -3.1% 10.6% -4.5% -15.8% -563 
Manufacture of electrical machinery and apparatus  3110  Import-Sub             18,494  -4.1% 14.1% -3.5% -12.1% 364 
Publishing, printing and reproduction of recorded 
materials 2221  Import-Sub             23,498  -3.3% 0.7% -4.1% -0.9% -39 
Chemical industry 2411 Import-Sub           173,954  -3.3% 0.0% -0.7% 0.0% 36 
Manufacture of fabricated metal products 2899  Import-Sub             46,102  -4.1% 1.7% -0.2% -0.1% 737 
Manufacture of machinery and equipment 3430 Import-Sub             53,696  -5.6% 28.3% -0.2% -1.3% 14,540 
Import-Substituting Industries               206,207  -4.0% 9.8% -4.6% -9.5% -4,503 
Export-Oriented Industries            1,626,963  -3.9% 11.0% 0.0% 0.0% 179,059 
Agricultural Products               711,785  -4.1% 4.8% -6.9% -8.2% -21,376 
Manufacturing Products               159,934  -4.0% 10.7% -4.0% -9.2% 669 
Total               364,069  -4.0% 9.4% -4.4% -8.5% 5,680 
The estimated changes in employment resulting from an illustrative 50 percent across-the-board 
reduction in tariffs would generate a -2.2 percent fall in employment for import-substituting 
industries in general. For agriculture, the employment reduction would be -3 percent, while for 
manufacturing there would be a small (0.4 percent) increase in employment.  For the one 
export-oriented industry the employment expansion would exceed 10 percent. These results 
suggest that the labor force from import-competing sectors could easily move to the sectors that 
are export oriented if the labor mobility is perfect. However, our analysis is limited to measuring 
the employment changes in sixteen import-substituting and one export oriented sectors.  
Trade liberalization in Azerbaijan can be expected to increase the long-run demand for labor. 
Removing policies that favor capital-intensive import-substitution sectors at the expense of more 
competitive export sectors ultimately results in an expansion of the export sectors and a 
contraction of the import-substitution sectors. While the net effect in the long run is higher 
wages and expanding employment, in the short-run during the transition, our results can 
underscore the contraction in employment likely to occur in the import-substituting industries. 
The export sector growth is, however, likely to absorb the displaced workers from those 
contracting sectors and require additional workers. 
The distributional effect of trade liberalization on the employment of fifty three regions of 
Azerbaijan have been analysed and presented in the appendix table 5.4. The results 
demonstrate that the most negative impact of 50 percent tariff reductions have been 
experienced on the employment of Baku city, Ganja and Absheron rayon. 
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Table 5.4: Azerbaijan Employment Effect of Production Shift following 50% Tariff Reduction (number of persons) 
  
ISIC Class 
Employment 
in 2007 
Change in Employment 
Amount Percent 
Manufacture of tobacco products 1600  Import-Sub          312,547  -13438.07 -4.3% 
Manufacture of textile products 1729  Import-Sub          127,387  -1617.13 -1.3% 
Manufacture of furniture manufacturing 3610  Import-Sub          176,324  -5249.82 -3.0% 
Manufacture of radio, television, communication equipment 
and apparatus 3250  Neutral          104,045  -304.39 -0.3% 
Manufacture of coke and refined petroleum products 2320  Export-Oriented          221,766  24407.00 11.0% 
Agricultural crops  0111 Import-Sub          752,178  -12244.92 -1.6% 
Manufacture of food products 1511  Import-Sub            85,296  -2583.55 -3.0% 
Manufacture of leather, leather products and footwear 1920  Import-Sub          115,465  -265.07 -0.2% 
Manufacture of rubber and plastic products 2519  Import-Sub          132,469  -54.36 0.0% 
Manufacture of motor vehicles, trailersand semi-trailers  3410 Import-Sub          181,875  -927.05 -0.5% 
Livestock products  0122 Import-Sub          163,954  -7629.37 -4.7% 
Manufacture of medical, precision and optical instruments, 
watches and clocks 3210  Import-Sub            85,674  -931.95 -1.1% 
Manufacture of wood products 2010  Import-Sub          159,899  -8253.93 -5.2% 
Manufacture of electrical machinery and apparatus  3110  Import-Sub            85,765  1688.52 2.0% 
Publishing, printing and reproduction of recorded materials 2221  Import-Sub          102,789  -170.97 -0.2% 
Chemical industry 2411 Import-Sub            92,547  19.03 0.0% 
Manufacture of fabricated metal products 2899  Import-Sub          103,595  1656.26 1.6% 
Manufacture of machinery and equipment 3430 Import-Sub          225,912  61172.33 27.1% 
Import-Substituting Industries           2,903,676  -63411.50 -2.2% 
Export-Oriented Industries              221,766  24407.00 11.0% 
Agricultural Products           1,313,975  -39460.89 -3.0% 
Manufacturing Products           1,693,746  7081.80 0.4% 
Total           3,229,487           50,389  1.6% 
 
6. POTENTIAL IMPACT ON POVERTY 
6.1 POVERTY AND INEQUALITY IN NON-OIL SECTORS 
The vulnerability of the poor to trade liberalization comes from (a) price-related changes in the 
goods that they produce and consume, and (b) how it affects the Government’s support 
programs for the poorest members of society, financed in whole or in part by trade tax 
revenues. As mentioned in the introduction to this study, the most important effect of trade 
liberalization on Azerbaijani’s vulnerable segments of the economy is through its impact on 
economic growth. Trade liberalization has been found to lead to substantial dynamic benefits 
to economies from direct price and market access benefits, as well as the greater investment 
in capital stocks and the reallocation of resources to reflect a country’s comparative 
advantage because of efficiency gains from increased competition. Economic growth has, in 
turn, been shown to successfully lower poverty levels, and Chapter 4 has provided evidence 
of the link between Azerbaijan’s openness and economic growth.   
In this section we measure the effects of openness and growth on Azerbaijan’s poverty and 
inequality. We use the so-called accounting approach to poverty reduction to examine the 
channels through which growth can impact the poor. In this approach, changes in poverty are 
decomposed into a ‘growth effect’ in which changes in poverty are associated with changes in 
real GDP growth of the non-oil sectors in Azerbaijan, and a ‘distribution effect’ in which 
changes in poverty are related to changes in income distribution. The growth effect is 
measured in elasticity terms as the percentage change in poverty associated with a one 
percent change in real non-oil GDP; similarly, the distribution effect is measured by the 
‘inequality elasticity’ relating the percentage change in poverty to a one percent change in 
income distribution, measured by the Gini coefficient. 
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Table 6.1 summarizes some of the key information on Azerbaijan’s incidence of poverty and 
inequality. It shows that the incidence of poverty estimated by the World Bank for 1995 was 
68.1 percent, with poverty somewhat higher in rural areas.52 More recently, the 2001 
Household Budget Survey (HBS) showed that 49 percent of the Azerbaijani population lived 
below the absolute poverty line in that year. For 2002 the poverty line was determined to be 
46.7 percent, with the incidence in urban areas somewhat higher than that in rural areas and 
with the Gini coefficient of inequality for the country as a whole equal to 0.35. This number 
refers to absolute poverty, rather than consumption or income poverty based on the purchasing 
power parity (PPP) of $1 or $2 per day poverty lines.53 The results for 2002 are based on the 
revised 2002 HBS, and by using an absolute poverty line of 175,000 AZM.54 The main 
differences include (i) changes in the definition of consumption expenditure in the HBS 
questionnaire; (ii) differences in the poverty lines with 2002 figures defining a minimum 
consumption basket for food and non-food products, and 2001 figures incorporating only food 
items; and (iii) changes to the weights and prices of items in aggregating the consumption 
basket.55 The more recent estimates for 2004-2007 are based on preliminary estimates that will 
be updated during the forthcoming household budget survey. 
Part of the oil revenue has been directed to poverty reduction and pro-poor growth activities, 
following the creation of the State Oil Fund of the Republic of Azerbaijan in December 1999. 
The emphasis of Oil Fund expenditure is on funding poverty reduction and socio-economic 
development, in accordance with the priorities identified under the State Programme on 
Poverty Reduction and Economic Growth. There are, however, doubts about the viability of 
the Oil Fund as a mechanism for alleviating poverty or as a channel for pro-poor growth 
policies. Although Azerbaijan has made some important gains in political, regulatory, and legal 
reform, and there are signs of an improvement in the business environment, despite a 
significant agenda for reform remains. It includes improving public-sector efficiency and 
                                            
52 World Bank, “Azerbaijan Poverty Assessment, Volume I, Main Report.” Washington, DC: World Bank, 1997. 
53 According to the World Bank’s 2005 World Development Indicators (Table 2.5: Poverty), the share of Azerbaijan’s 
population living below PPP $1 a day was 3.7 percent in 2001, and those living below PPP $2 a day 9.1 percent in 
2001. These figures are based on the latest calculations by Chen, S., and Ravallion, M., “How Have the World's 
Poorest Fared Since the Early 1980s?”. Washington, DC: World Bank, Research Working Paper No. 3341, 2004. 
54 It defines a minimum consumption basket not only for food products, but also for non-food products and services. 
Minimum consumption norms were calculated for these three consumption categories. The prices used to calculate 
the cost of the minimum consumption basket vary according to the type of product: The value of the minimum food 
basket is priced using the prices actually paid by the poor population (the lowest decile in the consumption 
expenditure distribution range), and the prices are taken from the HBS. For 2002, the value of the minimum food 
basket was 121,465 AZM and the consumption basket is taken to be 69.4%. The share of the various baskets 
corresponds to their share in the consumption expenditure pattern of the poor population, as reported in the HBS 
results. The value of the total minimum consumption basket for 2002 is calculated as 175,000 AZM. 
55 IMF, “Azerbaijan Republic: Joint Staff Assessment of the Poverty Reduction Strategy Paper Progress Report”. IMF 
Country Report No. 04/323, October 2004. 
Table 6.1: Poverty in Azerbaijan, 1995-2005 
  1995 2002 2003 2004 2005 2006 2007 
Headcount Index: 
       Azerbaijan, of which 68.1 46.7 44.7 42.7 40.7 38.7 36.7 
Rural Areas 68.3 45.4 45.3 45.0 42.1 41.9 40.9 
Urban Areas 67.0 47.8 44.1 42.4 39.7 37.0 34.4 
Inequality (Gini Coefficient) 0.35 0.28 0.30 0.32 0.35 0.37 0.39 
Population Distribution 
       Azerbaijan, of which 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
Rural Areas 82.3% 77.8% 77.4% 76.9% 76.4% 75.8% 75.3% 
Urban Areas 17.7% 22.2% 22.6% 23.1% 23.6% 24.2% 24.7% 
Note: The 1995 headcount index was decomposed into rural, urban and IDPs. To allow comparisons with 2002-2004 data, the IDPs poverty 
component was ascribed to the poor in rural areas. 
Sources: World Bank, Azerbaijan Poverty Assessment. Volume I: Main Report. Report No. 15601-AZ, and SPPRED Secretariat, Azerbaijan 
Progress towards the Achivement of the Millennium Development Goals. Progress Report-2003/04. Baku, 2005. 
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transparency, enhancing the 
ability of citizens and 
communities to utilize information 
and hold the government 
accountable, strengthening the 
relatively weak legislative and 
judicial branches of government, 
and ensuring the appropriate use 
of the Oil Funds for funding 
poverty reduction and socio-
economic development. These 
concerns suggest a need for 
other, more transparent 
redistribution mechanisms to be 
instituted until public sector 
efficiency and governance is 
ensured. 
6.2 ECONOMIC GROWTH 
AND POVERTY REDUCTION 
The nature of the poverty response to economic growth can be ascertained from the 
distribution-corrected rate of growth in average income.56 This effect is measured, first, by 
calculating the overall responsiveness of poverty to changes in real non-oil GDP and, second, 
by decomposing the effect into that portion associated with economic growth and that portion 
associated with income inequality. As mentioned above, the first calculation yields the ‘elasticity 
of poverty’, and is measured as the percentage change in absolute poverty incidence relative to 
the growth rate of income.57   
Table 6.2 reports the growth and inequality elasticities, as well as the overall poverty elasticity 
for Azerbaijan in each year for which data were available. The elasticity estimates using data 
from the HBS are likely to be more reliable that that calculated for the period between 1995 and 
2002, since different survey methods were used for these two years. Nevertheless, the 
information is presented in the table for completeness. Additionally, the elasticity estimates for 
2005-2007 are based on secondary data sources for the poverty line since official figures for 
that year have not been released at the time that this report was prepared.  
The growth and inequality elasticities for Azerbaijan are presented in Table 6.2, and compared 
with other countries in Table 6.3. Using the more reliable data for 1995-2004, we find the 
average of -1.0 to be about average for the comparator countries in Asia, while the inequality 
elasticity is considerably under that estimated for other economies.58 The magnitude of these 
growth and inequality effects allows us to determine the extent to which economic policies have 
                                            
56 While survey finds little evidence on the role of inequality in determining economic growth, there is strong evidence 
that inequality can be harmful to long run economic growth by undermining economic reforms. See C.F. Rodriguez, 
“Inequality, Economic Growth and Economic Performance”.  Background Note for the World Development Report 
2000. College Park, MD: University of Maryland, Department of Economics 
57 Notationally, the poverty elasticity is θ = p/y, where θ denotes the elasticity of poverty, p is the percentage change 
in poverty incidence and y is the growth rate of real per capita income. 
58 For example, cross-country estimates by Iradian (2005) range from -0.8 for East and South Asian countries to -1.41 
for transition economies as a whole, while the inequality elasticity ranges from 1.3 in the transition economies to 2.0 
in Latin America.  
Table 6.2: Growth and Inequality Elasticities of Poverty in Azerbaijan, 
1995-2007 
    Explained by Pro-Poor 
Growth 
Index   
Poverty 
Elasticity 
Growth 
Elasticity 
Inequality 
Elasticity 
Average 1995-2003 -0.66 -1.02 0.35 0.65 
Average 1995-2007 -0.42 -0.64 0.22 0.65 
1995-2002 -1.06 -1.62 0.56 0.65 
2002-2003 -0.45 -0.69 0.24 0.65 
2003-2004 -0.49 -0.75 0.26 0.65 
2004-2005 -0.20 -0.31 0.11 0.65 
2005-2006 -0.11 -0.17 0.06 0.65 
2006-2007 -0.20 -0.31 0.11 0.65 
Source: From Ravillion "Growth, Inequality and Poverty" 
  Note 1: Poverty elasticity is θ = p/y, where θ denotes the elasticity of poverty, p is the 
percentage change in poverty incidence and y is the growth rate of real per capita 
income. the inequality elasticity as the difference between the poverty elasticity and the 
growth elasticity using equation. 
Note 2: r = b(1-I)g, where 
     b = growth elasticity, such that b = r/(1-I)g 
       r = annual percentage change in poverty 
       I = Gini coefficient at beginning of period 
      g = annual growth rate of per capita GDP over the period. 
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favored the poor.59 Growth is strongly pro-poor when inequality declines during a period of 
growth; it is moderately pro-poor when inequality rises but poverty still declines due to economic 
growth; and growth is anti-poor when inequality rises and economic growth increases poverty. 
For Azerbaijan, the last column of Table 6.2 shows that the pro-poor growth index has been 
0.65 suggesting that economic policies have been moderately pro-poor. For growth to be 
strongly pro-poor, the growth rate of the income of the poor would have had to be greater than 
the average growth rate, thereby lowering inequality. 
Under the first goal of the MDGs for poverty reduction, 
Azerbaijan’s target is to halve by 2015 the proportion of people 
whose per capita monthly consumption expenditure is below the 
country’s absolute poverty line. Using the 2002 baseline of 46.7 
percent noted in Azerbaijan’s MDGs, Table 6.4 shows the year 
when poverty would be reduced to 23.3 percent of the population 
using alternative economic growth hypotheses and the calculated 
growth elasticity of -1. percent. For example, with a sustained 
economic growth in the non-oil sector of 5 percent, the 23 percent 
poverty target would be reached in the year 2016. If the economy 
were to sustain a 10 percent growth rate, it would reach its MDG 
target by 2010. The MDG poverty reduction target is therefore 
reasonable for Azerbaijan.  
Nonetheless, the experience of other countries suggests that poverty alleviation that relies on 
economic growth alone is ineffective. One well-known World Bank study by Ravallion (2001) 
has shown that in a sample of nearly 50 developing and transition countries, those countries 
that had expanding real GDP growth with rising inequality only achieved an average of about 1 
percent annual reductions in poverty. In contrast, those countries that had both expanding real 
GDP growth and falling inequality reduced poverty by nearly 10 percent a year. In the case of 
Azerbaijan, inequality is officially reported as virtually unchanged since 2001, but most 
stakeholders interviewed as part of the present poverty assessment perceived inequality as 
significantly increasing in the country. If instead of having a positive inequality elasticity of 
roughly 0.03 per cent in Table 6.3, government policies and programs were able to lower 
inequality, Azerbaijan’s MDG target could be achieved in a short period of time and, under 
reasonably achievable inequality reductions, the country could alleviate poverty for a substantial 
segment of the non-oil economy. Moreover, based on our elasticity estimates of poverty relative 
to income growth for Azerbaijan, the vast majority of households will therefore gain from WTO 
accession, and the poor will gain as least as much as the average household.  
 
7. RECOMMENDATIONS FOR A TRANSITION STRATEGY 
7.1 POLICY OPTIONS AND MECHANISMS FOR SMOOTHING THE TRANSITION PROCESS 
This study has assessed some of the likely adjustment issues for the potentially vulnerable non-
competitive segments of the Azerbaijani economy that would result from the country’s WTO 
accession. Based on the findings, this chapter offers recommendations on the major elements 
                                            
59 For this purpose, N. Kakwani and E. Pernia ( “What is Pro-poor Growth”, 2000. Asian Development Review 18.) 
have developed a pro-poor growth index to measure the degree to which policies have favored the poor. This pro-
poor growth index, denoted φ, is equal to the ratio of the growth elasticity, θ, to the pure economic growth effect, θg , 
that is φ = θ/θg. Growth is strongly pro-poor when inequality declines during a period of growth (φ > 1); growth is 
moderately pro-poor when inequality rises but poverty still declines due to economic growth (0 < φ < 1); and growth is 
anti-poor when inequality rises and economic growth increases poverty (φ < 1). 
Table 6.4: Years Required to Halve 
Poverty in Azerbaijan with Only 
Economic Growth-Induced Poverty 
Reductions 1/ 
Average 
Real GDP 
Growth 
Year in which 
Poverty 21% of 
Population 
5% 2016 
6% 2014 
7% 2013 
8% 2012 
9% 2011 
10% 2010 
1/ Refers to number of years 
required to bring the poverty 
headcount to below 1% of the 
population, assuming that the 
growth elasticity is -1.0. 
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of a transition strategy aimed at minimizing the socio-economic costs associated with those 
adjustments for the potentially vulnerable non-competitive segments of the economy.  
First, economic growth and openness are undoubtedly the single most important source of 
poverty reduction insofar as it improves the mean income of the population. However, in 
Azerbaijan the redistribution effect of growth is negative for poverty since growth tends to 
promote incomes of the higher income groups more than those of lower income groups. 
Although we have not investigated the causes of increased inequality, there is abundant 
evidence that structural adjustment programs can negatively affect the poor in the short run. For 
this reason, the Government will need to adopt trade pro-poor policies that redress income 
inequality by targeting human resource development for poor people. Growth, but not trade, 
policies are included in the Government’s plan under priority public expenditures on health, 
education, agriculture and rural development.  
Second, a reversal of the current appreciation of the real cross-rate of the manat with other 
currencies would improve the regional competitiveness of agricultural products and other non-oil 
activities, and have a particularly positive effect on rural incomes. An improved terms-of-trade 
between tradables and non-tradables would strengthen income distribution because the 
agricultural sector employs most of the Azerbaijani labor force, and the rural sector contains 
most of the poor. Since most agricultural exports are directed to countries whose currencies are 
being devalued against the US dollar, Azerbaijan will need to ensure that domestic costs remain 
low if it is to regain its exchange rate competitiveness.  
Third, the findings suggest that the burden of adjustments will fall most heavily on production 
factors employed in import competing industries. These losses can be substantial for certain 
workers and SMEs. Trade liberalization is likely to induce the relocation of workers. If obstacles 
to this relocation process exist, it may result in temporary unemployment in addition to the level 
of unemployment already prevailing in the non-oil sectors of the economy. These temporary 
increases in unemployment represent adjustment costs for an economy, as the economy loses 
the value added normally generated by those idle workers.  
Finally, trade policy reforms need to become part of the mainstream poverty reduction strategy 
since trade in goods and services could drive economic growth and the reduction of poverty. 
Liberalization of trade, in particular, could have a large positive effect on poverty as resources 
are shifted from import-substitution industries to export-oriented activities and unskilled labor-
intensive exports that generate employment and income for the poor. However, the 
accompanying short-term reduction in government revenue from trade taxes could represent a 
disincentive to an outward-oriented government strategy. Without a compensating revenue 
expansion or expenditure cutback, the fiscal deficit could expand and generate a series of price 
and exchange rate adjustments that would undermine the Government’s growth and poverty 
reduction efforts.  
Azerbaijan still lacks a trade strategy that is well-integrated into the Government’s mainstream 
growth and poverty reduction strategy. Part of the problem is that trade policy reforms have 
mainly responded to the needs of the oil sector as a means of promoting investment into the 
sector. The other problem is the lack of an integrated trade and exchange rate policy 
framework. Large oil revenues in the near term have reduced the country’s dependence on 
trade taxes for fiscal revenue to a broad tax revenue base. Progress still needs to be made in 
addressing how improvements in the country’s exchange rate competitiveness can become a 
source of economic growth and non-oil trade. If trade liberalization results in improved market 
operations and is accompanied by a more competitive exchange rate with trading partners, 
producers of agricultural products would benefit, rural incomes would improve and poverty 
would be reduced. 
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Elements of a Transition Strategy for Azerbaijan's Trade and Investment Integration Process  
Component Strategic Thrust Target Achievements 
Sequencing 
Liberalization 
Provide a neutral incentive 
structure for production 
activities that will help to 
promote non-traditional, 
high value added activities. 
Gradually move to a uniform tariff by beginning to adopt a generalized 
concertina strategy that lowers the highest tariffs to a given level with no 
change in the lower tariffs, followed by successive rounds until the 
prevailing high tariffs are lowered to a uniform tariff at the end of the 
transition period. 
Institute 'second-generation' 
reforms that lower the price-
wedge between foreign and 
domestic prices. 
Lower non-tariff distortions restricting trade and creating obstacles to doing 
business, such as the use of improper technical regulations, unclear rules 
of origin, and ad-hoc valuation. Review, streamline and publish a short list 
of export and import regulations and procedures on ongoing basis. 
Trade Opportunities 
for the Poor 
Adopt pro-poor policies that 
redress income inequality 
by targeting human 
resource development for 
poor people 
Reverse the growing inequality of income in the non-oil sectors, and 
provide for positive redistribution effect of growth on poverty. Integrate anti-
poverty programs in supporting trade reform through measures to enhance 
the flexibility with which poor households are able to respond to new 
economic opportunities. 
Mainstream poverty 
reduction strategy, 
especially within the Poverty 
Reduction Strategy Paper 
(PRSP) 
Ensure that trade policy, trade-related technical assistance, and capacity-
building needs are articulated in a broad development context, and not 
addressed in isolation. Focus on poverty alleviating income generation 
activities through the productive and export sectors as the engine of 
diversification, productivity gains and employment especially in the context 
of the challenges low-income regions of Azerbaijan. 
Export 
Competitiveness 
Reversal of current 
appreciation of the real 
cross-rate of the manat with 
other currencies. 
Improve the regional and global competitiveness of agricultural products 
and other non-oil activities to positively impact on rural incomes. 
Institute policies aimed at 
lowering effective rates of 
protection (ERP) in the 
economy and target help for 
vulnerable industry-specific 
activities and employment 
levels. 
Enhance factor productivity by supporting efficient allocation of resources 
and ensuring that the the burden of adjustments do not fall primarily on 
SME-based production factors employed in import-competing industries. 
As trade liberalization is likely to induce the relocation of workers in these 
industries, target programs should aimt to minimize the relocation process 
across industries. 
Improve the country's global 
ranking in doing business 
across boarders 
Establish results-oriented policies targeting improvements in ranking of 
cross-border measures of doing business in Azerbaijan that could 
significantly affect the demand for agricultural exports in the global market, 
as well as particular export markets such as the United States and the 
European Union, by improving its international competitiveness based on 
macro policies impacting on the real exchange rate and sector-policies 
aimed at diversifying exports and targeting value adding activities. 
Regional development of 
export potential 
Implement policies to enhance market access and support infrastructure 
and regulatory measures that overcome physical and non-physical barriers 
to cross-border trade; construct and rehabilitate critical infrastructure 
essential for sustained regional economic activity in agribusiness; develop 
instruments to ensure equitable, sustainable growth. Build an integrated 
market access and trade facilitation infrastructure; develop and strengthen 
the capacity of local intermediaries to deliver financial and non-financial 
services to MSMEs. 
Trade facilitation 
Improve single window operations; increase transparency; strengthen 
trade facilitation focal point, to coordinate trade facilitation activities; and 
facilitate cross border movements of goods, people, and vehicles. 
Complementary 
issues 
SPS 
Establish institutional and legislative framework; market opportunities and 
trade requirements; risk assessment and economic analysis; inspection 
and certification; building human skills; and private sector development. 
 Investment promotion 
Promote robust investment and employment growth in high potential 
sectors of the non-oil economy that smoothens the transitional flow of 
productive factors from non-competitive to competitive sectors/regions 
Regulatory obstacles to 
trade 
Simplify business regulations, including foreign investment start-up and 
registration procedure reform; create investment sector by sector 
guidelines; set up a public-private stakeholder platform to discuss the 
reforms on a regular basis; and implement a one stop shop for investment, 
including training of officials. 
Banking system 
Rationalization of regulations and expanded linkages with the private 
sector, improve capacity of Azerbaijan banking sector to support export 
performance through the provision of trade finance. 
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Capacity Building 
Improve capacity building with trade-related functions and increase 
capacity to analyze trade issues, impact of trade policies, and to lead trade 
negotiations; support analytical work for trade policy formulation and 
implementation; promote an effective trade information center, improve 
collection of trade statistics; and increase capacity to efficiently administer 
rules of origin. 
Formulation and 
implementation of trade 
negotiation strategies 
Assist with legislative review and required documentation as well as 
legislative reform needed for WTO compliance; institutional and human 
capacity building for trade negotiations and policy formulation; 
consultations and information on WTO accession for line ministries and 
stakeholders. 
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ANNEX: PROPOSED FRAMEWORK FOR MACRO-ECONOMETRIC  
IMPACT ANALYSIS OF AZERBAIJAN’S WTO ACCESSION  
I. OBJECTIVES AND SCOPE 
 
The objective of this Annex is to provide a suggested framework for undertaking macro-
econometric analysis of the prospective impact of WTO accession on trade patterns, 
employment growth, and GDP growth in Azerbaijan. The proposed approach supports USAID’s 
Trade and Investment Reform Support Program in Azerbaijan (TIRSP) aimed at improving 
trade and investment flows in the non-oil sector through the facilitation of Azerbaijan’s 
accession to the World Trade Organization (WTO), improvements of the business climate 
through the reduction of administrative barriers, and elimination of distortions in trade and 
distribution channels in key economic sectors. In particular, the proposed analytical framework 
supports policy analysis and economic forecasting through development of an open macro-
econometric model that will allow for improved consistency and transparency in planning and 
policy making as part of the WTO accession process. The scope and associated tasks include: 
(i) design, construction and maintenance of an macroeconomic database; (ii) identification and 
verification of data as well as acquisition of necessary software; and (iii) model development, 
evaluation and refinement. 
II. ISSUES 
In recent years a dual economy has emerged in Azerbaijan in the form of a fast-growing 
hydrocarbons sector with associated construction and services sectors, and an inefficient non-
oil-related sector that attracts little investment yet absorbs most of the labor force. The collapse 
of the Soviet system in 1991 resulted in an overall output contraction in Azerbaijan of over 22 
percent in constant terms and output continued to register negative growth rates throughout the 
first half of the 1990s. By 1994, the internal and external political situations stabilized. Economic 
growth driven by the hydrocarbons sector has accelerated and overall GDP growth is estimated 
to have reached 24 percent in 2005.  
The major characteristics that need to be considered in the design and implementation of an 
open macroeconomic model for Azerbaijan concern the transformation of the economy since 
the country’s independence. The transition process accompanying such a transformation refers 
to the introduction of a state-controlled gradual transition strategy in the economy, which has 
introduced reforms in the former Soviet Union (FSU) socio-economic system that have altered 
the role of prices in the economy, affected the institutional structures, changed the role of the 
private sector, and led to the restructuring of industries and establishment of an autonomous 
banking system. During the second half of the 1990’s and first half of this decade the 
Government introduced a series of gradualism measures to reform the economy in such as way 
as to stabilize the economy through selective price controls, fiscal deficit reductions and some 
privatization of large private enterprises. Broad-based growth over the medium and long term 
will require developing a policy framework that is more conducive to private sector development 
outside of the hydrocarbons sector.  
Modeling these processes in Azerbaijan requires the explicit recognition of how the foreign 
sector’s transmission mechanism affects development on the real and financial sides of the 
economy. One approach is to incorporate uncertainty in the model and measure its effects on 
consumption and investment patterns. Another way is to include the propagation mechanism for 
the adjustment process on the cost side of the model, and use it to determine possible effects of 
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incomes policies on price level increases and the rate of inflation. The inclusion of these 
transmission mechanisms is particularly important since there is general consensus that 
macroeconomic stabilization needs to be addressed early on in the reform process of 
economies in transition towards a market-oriented system.  
Initial developments of macroeconomic modeling of transition economies were often based on 
the use of a vector autoregressive (VAR) system. More recently, the use of theory-consistent 
structural models, particularly those based on systems of dynamic time-series equations, has 
been found to forecast better for long horizons. The present macroeconomic model aims to 
provide a theory-consistent representation of the general structure of the economy of Azerbaijan 
and, as such, it offers real and financial sector forecasting and policy simulation capabilities 
targeted to the needs of the Government of Azerbaijan.  
The modeling procedure should account for the structure of the economy of Azerbaijan, the 
availability of data, and the degree of stability of time-series estimates of parameters during the 
country's transition process. It should provide a mechanism to link trade-related policies and 
targets while, at the same time, providing an easy and adaptable means of both forecasting key 
macroeconomic variables and simulating the interrelationships between economic policy 
initiatives under the WTO accession process. 
There are two important challenges to data in Azerbaijan. The first is the lack of consistent time 
series over a long period of time that would allow the data to provide estimates of key behavior 
relationships in the economy; the second is the lack of reliability of the data due to the lack of 
transparency in the manner in which they were compiled and the general difficulty in obtaining 
data. The modeling process should build on these characteristics and provide a parsimonious 
yet robust means of providing a relatively parsimonious representation of the economy of 
Azerbaijan that allows for considerable flexibility in its usage for trade policy forecasting, 
selection of the policy mix and instruments for the targets of a program responding to the 
country’s WTO accession, and determination of the appropriate sequencing of policy changes 
needed to ensure a smooth transition following the accession process. 
III. METHODOLOGY 
Open macroeconomic models provide a means of measuring feedback effects between the 
trade policy reforms and GDP-induced adjustments to changes in consumption, investment, 
government expenditures and trade. Since trade, and particularly that of oil exports, is key to the 
Azerbaijani economy, these types of models provide a mechanism to estimate how trade policy 
reforms affect imports and exports and feed through to the economy. They use single-sector, 
industry or product estimates to examine the effects of trade policy changes on specific sectors 
or products. Because disaggregated trade models examine narrow product categories, they are 
able to capture the likely direct effects of policy changes on individual products. Used in 
conjunction with macroeconomic models, they capture interactions between various economic 
sectors, and thereby account for secondary or indirect effects that could result as capital and 
labor move from the less productive to the more productive sectors of the economy.  
Modeling trade is an important concern of Azerbaijan as it becomes increasingly integrated into 
the world economy. While the Government is likely to focus on the revenue implications of 
opening the economy to world trade and meeting its obligations under the World Trade 
Organization (WTO), the private sector’s focus will be on the output and employment 
implications of WTO membership. Modeling these processes can involve the incorporation of 
production-shift analysis associated with effective rates of protection (ERPs) in line with the 
methodology suggested in this report.  
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IV. THE TECHNICAL ASSISTANCE 
The suggested modeling approach consists of (a) the development and implementation of the 
macroeconomic database needed for economic modeling and (b) the design and estimation of 
economic models needed to support the Government’s analytical and forecasting needs. The 
modeling techniques to be developed will be provided in a sequential manner that moves from 
an easy-to-construct Revised Minimum Standard Model – eXtended (RMSM-X) macroeconomic 
model to a relatively more sophisticated macro-econometric model using Eviews to estimate the 
model components. 
 The RMSM-X is a simple spreadsheet-based tool for feasibility and sustainability analysis of 
countries like Azerbaijan. Its proposed application to Azerbaijan is designed to facilitate the 
forecasting, monitoring and analysis of key macroeconomic relationships for that country. The 
model will concentrate on the demand side of the economy by using an economy-wide 
consistency framework that includes the national income accounts, the balance of payments, 
the consolidated government account, the monetary survey and a rest of the economy account. 
The advantage of the RMSM-X model for Azerbaijan is that requires no time-series data or 
estimation of behavioral relationships that would require those times series. It instead relies on 
data for a single point of time that is used as the base-year start point for projections that 
depend on a large number of assumptions about expectations for key variables in the economy. 
Indeed, in the basic version of the model, assumptions are made about the overall economic 
growth rate of the economy and driving variables like the incremental capital-output ratio 
(ICOR). The RMSM-X model for Azerbaijan should be modified in a number of ways to 
accommodate existing data constraints of the country. A number of key economic indicators 
used in Azerbaijan should replace some of the standard indicators used in the RMSM-X model, 
while others used in the RMSM-X model for which data are not available in Azerbaijan needed 
to be eliminated and some of the relationships in the system altered to accommodate the 
changes. An important extension of the RMSM-X model will be the addition of trade and macro 
poverty elasticity estimates presented in this report to measure the feed-through effects of trade 
on poverty levels in the economy and its key non-oil sectors. 
The second type of model to be constructed builds on the macroeconomic representation of the 
economy in the RMSM-X model but extends it to provide econometric estimates of the key 
parameters in the economy. The model should provide a theory-consistent and user-friendly 
representation of the general structure of the Azerbaijan economy to generate basic projections 
of the economy and to offer a means to quantitatively evaluate the impact of economic reforms 
on the economy. Using Eviews, the modeling procedure should account for the structure of the 
Azerbaijan economy, the availability of data, and the degree of stability of time-series estimates 
of parameters.  
The nature of the Government’s needs should motivate the design of a model in such a way that 
it can grow and evolve with the economy and the staff’s analytical requirements. The initial form 
of the model should therefore a relatively parsimonious representation of the economy’s 
principal relationships. Specifically, it should provide a framework for making rational and 
consistent forecasts about Azerbaijan's overall economic activities, production and expenditure 
concepts of the national accounts, and the standard components of the balance of payments, 
fiscal balance, and monetary survey. The major components of the econometric model should 
be the following: (a) estimation of the behavioral equation in real terms; (b) determination of the 
level of real domestic and foreign economic activity within the system of equations; (c) 
introduction of monetary, fiscal, and exchange rate policy-determined variables; (d) 
development of output concepts by sector, and determination of value added for the primary 
and secondary sector within the system of equations; and (e) the simultaneous determination of 
the overall production and expenditures of Azerbaijan, in both real and nominal terms. 
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The modeling effort will focus detailed attention to the trade component of the macroeconomic 
model to support the Government’s interests in multilateral negotiations under the WTO, as well 
as regional trade arrangements. The Government’s interests in the revenue implications of trade 
liberalization under regional and multilateral agreements can be addressed with conventional 
trade-creation and trade-diversion analysis. For the private sector, however, the analysis needs 
to focus on the output and employment effects of trade liberalization. For that part of the 
modeling component, more detailed work will be required at the industry and sector level to 
measure the implications of liberalizing trade on both tradeable inputs and outputs. Given the 
need to diversify the economy into activities that encourage the development of the private 
sector in non-oil related activities, this area will be particularly useful to develop for both public 
and private sector interests.  
V. IMPLEMENTATION ARRANGEMENTS 
A total of 2.5-person months of international consultants will be required, and another 8-person-
months of domestic consultants will be needed. The task should be undertaken over a 
intermittent period of time to ensure effective capacity building on the part of government 
counter-part authorities. To that end, it is recommended that the project be undertaken in the 
following three discrete modules: 
Module A (both international and domestic consultants): will provide a Revised 
Minimum Standard Model – eXtended (RMSM-X) open macroeconomic model with a 
explicit poverty component that can be quickly deployed for the policy analysis and 
forecasting of major macroeconomic indicators for limited simulation exercises 
associated with trade as well as macro policies by government authorities. The model 
should be able to address policy-related issues related to the WTO accession process 
for both government revenue interests and those of the non-oil vulnerable sectors of the 
economy. It is anticipated that the prototype model would be estimated, tested and made 
operational within a period of four (4) weeks after the inception of the project.  
Module B (only domestic consultant): will provide support to build capacity and train 
government and private sector counterparts in the maintenance, updating and use of the 
models (under Modules A and C). Training for Module A will comprise the design and 
uses of the RMSM-X model and that for Module C will focus on the uses of Eviews and 
single-equation and simulations of systems of equations. 
Module C (both international and domestic consultants): will provide a structural macro-
econometric model will with enhanced forecasting and simulation capabilities and with 
richer structural detail than the RMSM model aimed and showing the transmission 
effects of trade and macro policies on the overall economy and key non-oil sectors. The 
model developed under module C will support the Government’s transition process 
following WTO accession. It is expected that the model would be estimated, tested and 
made operational within a period of six (6) weeks.  
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TECHNICAL APPENDIX:  
ANALYTICAL TOOLS FOR TRADE POLICY ASSESSMENT  
A. Nominal and Effective Rates of Protection 
1. The Concept of Effective Rate of Protection 
Countries like Azerbaijan apply tariffs to generate fiscal revenue and to protect industries from 
foreign competition. The measure of that protection is given by the nominal rate of protection 
(NRP), which measures the extent to which output prices can be raised by domestic firms 
relative to border prices under protection from foreign competition. In addition to the resource 
pull into protected sectors, there may be offsetting effects from tariffs on tradable inputs that 
artificially raise the input prices and the associated costs to firms in the protected sectors. The 
measure of the net effect of the resource pull and higher costs associated with a tariff schedule 
is given by the effective rate of protection (ERP), which measures the effect of a tariff schedule 
on the incentives to producers in an industry to expand or contract their activities relative to a 
situation of free trade. In contrast to the NRP, therefore, the ERP measures the effect on value-
added of both the benefit from protection to an industry and the cost to it from the tariffs applied 
to its inputs.   
2. Measuring the Effective Rate of Protection 
The ERP for a product j is the percentage excess of domestic value added, V, over the 
international market value added, W, i.e., that value added that would have been realized in the 
absence of the existing tariff structure: ERPj  =  (Vj - Wj) / Wj.. This measure is intuitively 
appealing insofar as it allows us to express the ERP in terms of border and domestic price 
equivalents for specific industries in Azerbaijan.  
Alternatively, we can measure the ERP as the difference between the tariff on the final product 
and the weighted sum of tariffs on inputs to the product. Formally, we denote the output tariff for 
industry j by tj, the input tariff for tradable input i by ti, and the amount of input i in a unit of 
product j by aij. The NRP is given by tj (or in percentage, tj x 100), while the ERP is given by (tj - 
Σi ti aij)/(1 - Σi aij) , where Σi denotes “summation” over i and the aij in the numerator corresponds 
to the tariff situation and in the denominator to free trade situation. 
Ideally, the input-output coefficients would be measured with and without the current tariff 
distortions.  As a practical matter, of course, free trade is not observable and so some 
adjustments must be made.  This is done by recognizing that the observed unit-value input-
output coefficient aij’ – where  “ ’ “ denotes the tariff distorted situation – reflects the border price 
of input i inflated by a factor of (1 + ti) in the numerator and the border price of output j inflated 
by a factor of (1 + tj) in the denominator.  Thus, the free trade value of aij is recovered by 
multiplying the observable coefficient aij’ by the adjustment factor (1 + tj)/(1 + ti).   
Using this alternative methodology, we can calculate the ERP in the following manner: 
Let Wj  = Pj(1 - Σiaij’) 
   Vj   =  Pj[(1+tj) - Σiaij’ (1+ti)]    
where: 
aij  = technical coefficient of input in activity j, i.e., the value of input  i  per unit value of output 
in activity  j; 
tj  = nominal rate of protection of production of  j; 
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ti  = nominal rate of protection of input  i. 
Then we can express the level of effective protection as follows: 
ERPj   =  {Pj[(1+tj) - Σiaij’ (1+ti)] / Pj(1 - Σiaij’)} – 1  
Rearranging terms yields the formula used to estimate the level of effective protection: 
 ERPj  = (tj - Σiaij’ti) / (1 - Σiaij’)  
    = {(1 - Σ aij’)/([1/(1 + tj)] – [Σ[aij’/(1 + ti)]]} – 1 
The ERP can exceed, equal, or fall short of the NRP depending on whether input tariffs are 
lower or higher relative to the output tariff. A negative ERP suggests that an industry is being 
taxed more heavily on its inputs than its product.  
B. Anti-Export Bias 
A tariff protects producers from foreign competition in the domestic market but not in the export 
market, where producers must sell their product at unprotected world market prices. In the ERP 
calculation, the tariff on a product (tj) therefore becomes irrelevant. Producers must still, 
however, pay the higher tariff-inclusive input prices of the tradable inputs. The producers’ costs 
are therefore driven up by the tariff structure, but with no offsetting increase in their output price 
in the foreign market. Under these conditions, the ERP is negative and export activity is 
discouraged in favor of the domestic market.  
This so-called anti-export bias can be measured from the tariff-excluded price of the exported 
products and the tariff-inclusive price of inputs. The extent of tariff-induced bias against exports 
(denoted Bx) is calculated from the estimated use of the duty drawback system, which provides 
tariff refunds on imported inputs used in the production of exported products. The formula used 
to calculate the anti-export bias is Bxj  = [ (1 + tj)/(1 +  sj) - 1] * 100, where tj  is import tariff rate 
on the final product, and sj  is the export subsidy rate, or duty drawback per US dollar of export, 
calculated as (NRPi * mij) where NRPi is the nominal tariff rate on input i, mij is the technical 
coefficient of imported commodity  i  per US dollar worth of product  j. 
C. Real Effective Exchange Rate and Competitiveness 
In general, the international competitiveness of exports from Azerbaijan is reflected in its real 
exchange rate, which takes into account both the relative prices of domestic and foreign goods, 
and the nominal exchange rate.  The real exchange rate, er,is defined as: 
 ert  =  en Pft/Pnt 
where en is the nominal exchange rate, Pf is the foreign currency price of goods purchased 
abroad, and Pn is the domestic price level.   
A fall in er represents an appreciation in a flexible exchange rate system, which under the 
purchasing power definition can be brought about by either a fall in the nominal exchange rate 
en, or a rise in the relative price of domestic goods (equivalent to a relative fall in the price of 
foreign goods). Conversely, a rise in er represents a depreciation, which is associated with 
either a rise in the nominal exchange rate en or a rise in relative prices of foreign goods 
(equivalent to a fall in relative prices of domestic goods). The inverse of the real exchange rate 
therefore measures export competitiveness, since variations in er influence the quantity of 
goods demanded in the foreign markets relative to competing foreign and domestic suppliers to 
those markets 
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D. The ECM Relationship  
Economic series that are related to the long-run adjustment processes of other variables have 
been designated to be cointegrated series by Granger and Weiss (1983) and Engle and 
Granger (1987). The theory of cointegration states that if two series, y and z, grow over time in 
such a way that the linear combination of these two variables, given by dt = yt - αzt, is stationary, 
and if α is unique, then y and z are said to be cointegrated. The series dt measures the 
disequilibrium at period t when the long-run relationship between the two variables is yt = αzt. 
The theory of cointegration states that movements in variables are related in a predicable way 
to the discrepancy between observed and equilibrium states. The sequence of this discrepancy 
tends to decay to its mean of zero. 
Engle and Granger have demonstrated that a data-generating process of the form known as the 
“error-correction mechanism” (ECM) adjusts for any disequilibrium between variables that are 
cointegrated.60 The ECM specification thus provides the means by which the short-run observed 
behavior of variables is associated with their long-run equilibrium growth paths. Davidson et al. 
established a closely-related specification know as the “equilibrium-correcting mechanism” (also 
having the acronym ECM) that models both the short and long-run relationships between 
variables.61 Rearranging the terms of a first-order stochastic difference equation yields the 
following ECM: 
 ∆yt = αo + α1(y – z)t-1 + α2∆zt + α3zt-1 + vt 
where -1 < α1 < 0, α2 > 0 and α3 > -1, and where all variables are measured in logarithmic 
terms. 
The second term, α1(y – z)t-1, is the mechanism for adjusting any disequilibrium in the previous 
period. When the rate of growth of the dependent variable yt falls below its steady-state path, 
the value of the ratio of variables in the second term decreases in the subsequent period. That 
decrease, combined with the negative coefficient of the term, has a positive influence on the 
growth rate of the dependent variable. Conversely, when the growth rate of the dependent 
variable increases above its steady-state path, the adjustment mechanism embodied in the 
second term generates downward pressure on the growth rate of the dependent variable until it 
reaches that of its steady-state path. The speed with which the system approaches its steady-
state path depends on the proximity of the coefficient to minus one. If the coefficient is close to 
minus one, the system converges to its steady-state path quickly; if it is near to zero, the 
approach of the system to the steady-state path is slow. Since the variables are measured in 
logarithms, ∆y and ∆z can be interpreted as the rate of change of the variables. Thus the third 
term, α2∆zt, expresses the steady-state growth in Y associated with Z. Finally, the fourth term, 
α3zt-1, shows that the steady-state response of the dependent variable Y to the variable Z is 
non-proportional when the coefficient has non-zero significance. 
 
 
 
 
                                            
60 Engle, R. and C.W.J. Granger (1987), “Co-Integration and Error Correction: Representation, Estimation, and 
Testing”, Econometrica 55(2): 251-276. 
61 Davidson et al. (1978), “Econometric Modelling of the Aggregate Time-Series Relationship Between Consumers’ 
Expenditure and Income in the United Kingdom”, Economic Journal 88: 661-92. 
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STATISTICAL APPENDIX
Appendix Table 1: Key Macroeconomic Indicators of Azerbaijan, 1995-2007          
  Units 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
 Population   Million    7.79    7.88    7.96    8.03    8.09  8.14  8.19    8.23    8.27  8.31    8.35  8.41    8.47  
Population Growth Percent 1.3% 1.2% 1.0% 0.9% 0.7% 0.7% 0.6% 0.5% 0.4% 0.5% 0.6% 0.6% 0.7% 
 Nominal GDP, of which    Manat (billions)  2.13    2.73  3.16  3.31    3.78    4.72    5.32    6.06  7.15    8.53   12.52   18.75  26.88  
 Oil-Related GDP   Manat (billions)    0.68    0.84    0.86  1.05  1.28  1.66  2.12    2.37    2.70    3.29    6.47   10.49   16.88  
 Non-Oil Related GDP   Manat (billions)  1.45  1.89    2.30    2.27    2.49    3.06    3.20    3.69    4.45    5.24    6.06    8.26   10.00  
Nominal GDP in US dollars US dollars (billions)   2.42  3.18    3.96    4.28    4.58    5.27  5.71    6.24    7.28    8.68   13.25  20.95   31.32  
 Oil-Related GDP in US dollars  US dollars (billions)   0.77    0.98  1.08  1.35  1.56  1.86    2.28    2.44    2.75    3.35    6.84    11.72   19.67  
 Non-Oil Related GDP in US dollars  US dollars (billions) 1.64    2.20    2.89    2.93    3.02    3.42    3.43    3.80    4.53    5.34    6.40    9.23    11.65  
Real GDP 2000 prices, of which  Manat (billions)    3.37    3.45    3.76    3.99    4.44    4.72    5.02    5.43    6.00    6.63    8.23   10.75   13.26  
 Oil-Related GDP   Manat (billions)  1.08  1.06  1.02  1.26   1.51  1.66    2.00  2.12    2.27    2.55    4.25  6.01    8.33  
 Non-Oil Related GDP   Manat (billions)    2.29    2.39    2.74    2.73    2.93    3.06    3.02  3.31    3.74    4.07    3.98    4.74    4.93  
Real GDP Growth Percent -13.0% 2.5% 8.9% 6.0% 11.4% 6.2% 6.5% 8.1% 10.5% 10.4% 24.3% 30.6% 23.4% 
 Oil-Related Real GDP Growth  Percent -6.0% -1.6% -3.6% 23.0% 20.0% 10.1% 20.6% 5.9% 6.8% 12.7% 66.5% 41.4% 38.5% 
 Non-Oil Related Real GDP Growth  Percent -16.0% 4.4% 14.4% -0.3% 7.4% 4.2% -1.2% 9.6% 12.8% 9.0% -2.2% 19.0% 4.2% 
Real GDP Per Capita US dollars (million)  310.2   403.1  497.8  533.0  566.3  647.6  697.0  757.8  880.2   1,045.3   1,585.8   2,491.8   3,699.1  
 Oil-Related GDP per capita  US dollars (million)   99.3   123.8   135.4   168.2   192.5   228.1  278.0  296.0  332.5  402.9    819.1   1,393.8  2,322.9  
 Non-Oil Related GDP per capita  US dollars (million)  210.9  279.2  362.4  364.8  373.8   419.4   419.0   461.8  547.8  642.4  766.8   1,098.0   1,376.2  
Real GDP Per Capita Growth Percent 5.6% 29.9% 23.5% 7.1% 6.2% 14.4% 7.6% 8.7% 16.2% 18.7% 51.7% 57.1% 48.5% 
 Oil-Related GDP per capita growth  Percent 14.2% 24.7% 9.3% 24.2% 14.5% 18.5% 21.9% 6.5% 12.3% 21.2% 103.3% 70.2% 66.7% 
 Non-Oil Related GDP p.c. growth  Percent 2.0% 32.4% 29.8% 0.7% 2.4% 12.2% -0.1% 10.2% 18.6% 17.3% 19.4% 43.2% 25.3% 
 Trade (Exports plus Imports), of which  US dollars (million)  1,597.8    1,981.2   2,183.4   2,401.7  2,458.6  3,397.3  3,544.0   4,128.2  5,347.7  7,324.7  11,998.8  
  
18,283.9  
  
27,314.3  
 Oil Trade  US dollars (million) 287.0   615.0  704.0  806.0  996.0   1,666.0   1,979.0  2,382.0  3,359.0  4,856.0   8,810.0  
  
13,827.0  
  
21,462.8  
 Non-Oil Trade  US dollars (million)   1,310.8   1,366.2   1,479.4   1,595.7   1,462.6    1,731.3   1,565.0   1,746.2   1,988.7  2,468.7   3,188.8  4,456.9   5,851.6  
Trade Openness, of which a/ Percent 66.1% 62.4% 55.1% 56.1% 53.7% 64.4% 62.1% 66.2% 73.5% 84.4% 90.6% 87.3% 87.2% 
Oil Trade Openness b/ Percent 37.1% 63.0% 65.3% 59.7% 64.0% 89.7% 86.9% 97.8% 122.2% 145.1% 128.8% 118.0% 109.1% 
Non-Oil Trade Openness b/ Percent 79.8% 62.1% 51.3% 54.5% 48.4% 50.7% 45.6% 46.0% 43.9% 46.3% 49.8% 48.3% 50.2% 
Foreign Direct Investment Inflows:               
Beginning Stocks Million U.S. dollars  175  330  957  2,089  3,095  3,605  3,735  3,962  5,355  8,640  12,196    13,876    13,275  
Net Inflows c/ Million U.S. dollars  155   591    1,051  948  355    30  220   1,393  3,227  3,535   1,679    (601)   (4,749) 
Oil sector Million U.S. dollars  139  435   813  770  243   3   145   1,308   3,189   3,441   1,458    (991)   (5,193) 
Other sectors Million U.S. dollars 16   156  238   178    112    27    75    85    38    94   221  390  444  
Ending Stocks Million U.S. dollars 330  957  2,089  3,095  3,605  3,735  3,962  5,355  8,640  12,196    13,876    13,275  8,526  
Sources: Aggregate GDP figures from IMF, World Economic Outlook database; foreign investment data from UNCTAD, Foreign Direct Investment database.    
a/ Trade openess is equal to total trade (exports plus imports) divided by nominal GDP, all expressed in the same currency units, which in this case is U.S. dollars.   
b/ Measures as total non-oil exports and non-oil related imports divided by non-oil related GDP.        
c/ FDI flows have been calculated from the stock data and differ somewhat from the reported flows.        
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Appendix Table 2. Azerbaijan's Price and Exchange Rate Indicators, 1995-2007        
    Units 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
Price Deflators                
  GDP Deflator, implicit WEO 2000=100 63.4   79.1  84.0   83.1  85.0   100.0   105.8  111.6  119.1   128.7   152.1   174.4  202.7  
  Percent change in GDP deflator % 246% 25% 6% -1% 2% 18% 6% 5% 7% 8% 18% 15% 16% 
  CPI base 2000, WEO 2000=100  87.1   104.4   108.2   107.4  98.2   100.0   101.5   104.4   106.7   113.9   124.9   135.3   157.8  
  Percent change in CPI deflator % 413% 20% 4% -1% -9% 2% 2% 3% 2% 7% 10% 8% 17% 
Exchange Rate                
  Nominal Exchange Rate (NER) Manat/US$ 0.9  0.9  0.8  0.8  0.8  0.9  0.9   1.0   1.0  0.9  0.9  0.9  0.8  
  Index of NER 2000=100 98.6   96.1   89.1  86.5   92.1   100.0   104.1   106.4   108.6   105.3   103.4  99.8  94.8  
  Percent change in NER % 181% -3% -7% -3% 6% 9% 4% 2% 2% -3% -2% -3% -5% 
  Real Exchange Rate (RER) 2000=100 84.5  74.7  70.8   73.1  89.7   100.0   106.8   109.9   113.8   107.1  99.4   91.8  77.7  
  Percent change in RER % -37% -12% -5% 3% 23% 11% 7% 3% 4% -6% -7% -8% -15% 
  
Real Exchange Rate (RER) - large 
sample1 2000=100  311.2   189.8   141.4  111.5  96.6   100.0   100.2   103.2   114.8   117.5  111.2   105.0  95.3  
  Percent change in RER % 68% -39% -25% -21% -13% 4% 0% 3% 11% 2% -5% -6% -9% 
  
Real Exchange Rate (RER) -small 
sample2 2000=100 229.8  248.8   126.3   103.3   95.1   100.0   101.0   107.5   120.6   124.8   119.5  113.1   103.4  
  Percent change in RER % 88% 8% -49% -18% -8% 5% 1% 6% 12% 4% -4% -5% -9% 
  Nominal Cross-Rate with CIS 2000=100 12,305.1  9,411.8  5,051.0  3,157.2  1,366.6  1,000.0  947.9  909.5   901.7   881.9  859.8  826.8   791.1  
  Nominal Cross-Rate with North America 2000=100 205.4  200.8   184.6   173.0   184.1  200.0  203.9   207.1  223.8  225.6  230.2  230.6  225.8  
  Nominal Cross-Rate with Europe 2000=100  3,529.4  2,818.6  2,104.4  1,828.5  1,798.4  1,700.0  1,621.3  1,744.2  2,016.2  2,139.3  2,176.5  2,121.4  2,182.6  
  Nominal Cross-Rate with Other Asia 2000=100 476.8  434.0  385.0  348.5  373.5  400.0  392.6  392.0   411.9   407.1  393.9  367.2  356.2  
  Nominal Cross-Rate with Middle East 2000=100 333.0   315.8  284.0  266.4  275.5  300.0  309.7  225.2  229.3  222.8   217.7   210.4  206.9  
  Real Cross-Rate of CIS3 2000=100  518.1  307.6  204.5   138.5  93.7   100.0   107.0   112.9   118.7   122.4   117.7  115.1   101.8  
  Real Cross-Rate of North America3 2000=100  186.8   118.7  101.1  88.2  90.7   100.0   105.0   106.1   109.3   102.5  95.4   88.1   74.1  
  Real Cross-Rate of EU3 2000=100 203.3   146.4   116.5   101.3   100.8   100.0  94.8   103.4   122.2   128.8  121.1   112.0   104.6  
  Real Cross-Rate of Other Asia 2000=100  214.6   128.5   106.7   90.1  93.2   100.0  98.4  97.4   101.7  96.2  87.2  77.4  65.2  
  Real Cross-Rate of Middle East 2000=100  153.4   105.1  92.6  82.4  87.3   100.0   106.9  66.6  68.6  64.2   59.1  55.0  49.6  
World Trade Prices                
  Manufactures  2000=100  134.5   130.5   119.8   113.7   100.3   100.0   105.0   107.6   110.3       
  Fuels  2000=100  65.1  75.2   71.1  50.2   64.1   100.0  89.4  87.9   102.9   134.9   186.2   222.1  245.2  
  Primary Commodities 2000=100  126.5   124.9   120.4   104.6  95.9   100.0  95.2   97.1   102.8   118.4   125.6   154.8   176.5  
  CPI of Trading Partners 2000=100 74.6   81.1  86.0  90.8  95.7   100.0   104.2   107.8  111.8   115.8   120.0   124.4   129.3  
World Real GDP 2000=100 83.4  86.5  90.0  92.3  95.5   100.0   102.2   105.1   108.9   114.3   119.3   125.3   131.5  
Sources: National statistical sources, IMF and World Bank.              
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Appendix Table 3: Azerbaijan's Merchandise Trade, 1995-2007            
  Units 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007    
Trade Balance                   
BOP Basis, of which: Mn $  (373.1)  (693.9)  (566.9) (1,046.1)  (408.2) 319.3  613.9  481.6   (98.5) 161.3  3,299.1  7,745.3  15,224.3     
 Oil-Related  Mn $ 227.0  189.0  192.0  94.0  606.0  1,372.0  1,703.0  1,710.0  1,141.0  1,608.0  4,956.0  10,323.0  18,683.7     
 Non-Oil Related  Mn $  (600.1)  (882.9)  (758.9) (1,140.1) (1,014.2) (1,052.7) (1,089.1) (1,228.5) (1,239.5) (1,446.7) (1,656.9) (2,577.7) (3,459.4)    
Customs Basis Mn $  (30.5)  (329.4)  (13.0)  (470.3)  (106.2) 573.2  883.4  501.9   (35.8) 99.4  135.9  1,104.5  6,923.3     
 Exports f.o.b (BOP basis)  Mn $ 612.3  643.7  808.3  677.8  1,025.2  1,858.3  2,078.9  2,304.9  2,624.6  3,743.0  7,649.0  13,014.6  21,269.3     
 Oil Exports  Mn $ 257.0  402.0  448.0  450.0  801.0  1,519.0  1,841.0  2,046.0  2,250.0  3,232.0  6,883.0  12,075.0  20,073.2     
 Non-Oil Exports  Mn $ 355.3  241.7  360.3  227.8  224.2  339.3  237.9  258.9  374.6  511.0  766.0  939.6  1,196.1     
 Exports f.o.b (BOP basis)  Percent -10% 5% 26% -16% 51% 81% 12% 11% 14% 43% 104% 70% 63%    
 Oil Exports  Percent 24% 56% 11% 0% 78% 90% 21% 11% 10% 44% 113% 75% 66%    
 Non-Oil Exports  Percent -25% -32% 49% -37% -2% 51% -30% 9% 45% 36% 50% 23% 27%    
 Exports f.o.b (DOT Statistics)  Mn $ 42% 62% 55% 66% 78% 82% 89% 89% 86% 86% 90% 93% 94%    
 Exports f.o.b. (custom basis)  Mn $ 637.2  631.2  781.3  606.2  929.7  1,745.2  2,314.3  2,167.4  2,590.4  3,615.4  4,347.2  6,372.2  12,780.5     
 Oil Exports  Mn $ 207.0  257.0  402.0  448.0  434.0  801.0  801.0  801.0  2,250.0  2,962.2  3,308.6  5,354.0       
 Non-Oil Exports  Mn $ 430.2  374.2  379.3  158.2  495.7  944.2  1,513.3  1,366.4  340.4  653.2  1,038.6  1,018.2  12,780.5     
 Export Composition  Percent 100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0  100.0     
 Oil Exports  Percent 32.5  40.7  51.5  73.9  46.7  45.9  34.6  37.0  86.9  81.9  76.1  84.0   -     
 Non-Oil Exports  Percent 67.5  59.3  48.5  26.1  53.3  54.1  65.4  63.0  13.1  18.1  23.9  16.0  100.0     
 Imports f.o.b (BOP basis)  Mn $ 985.4  1,337.6  1,375.2  1,723.9  1,433.4  1,539.0  1,465.1  1,823.3  2,723.1  3,581.7  4,349.9  5,269.3  6,045.0     
 Oil-Related  Mn $ 30.0  213.0  256.0  356.0  195.0  147.0  138.0  336.0  1,109.0  1,624.0  1,927.0  1,752.0  1,389.5     
 Non-Oil Related  Mn $ 955.4  1,124.6  1,119.2  1,367.9  1,238.4  1,392.0  1,327.1  1,487.3  1,614.1  1,957.7  2,422.9  3,517.3  4,655.5     
 Imports c.i.f. (customs basis)  Mn $ 667.7  960.6  794.3  1,076.5  1,035.9  1,172.1  1,430.9  1,665.5  2,626.2  3,516.0  4,211.2  5,267.6  5,857.2     
Source: International Monetary Fund, International Financial Statistics and State Committee of the Republic of Azerbaijan        
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Appendix Table 4: Azerbaijan's GDP by Expenditure Category, 1995-2007       
Current Prices 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007  
1 Balance of Goods & NFS (446) (847) (758) (1,095) (524) 85  222  (441) (1,682) (2,041)  1,257   5,201   9,851   
 Exports of Goods and NFS 693  681  917  781   1,056   1,895   2,206   2,593   3,002   4,162   7,882   12,467   17,452   
 Imports of Goods and NFS  1,140   1,528   1,675   1,876   1,580   1,811   1,984   3,034   4,684   6,203   6,625   7,266   7,601   
2 Total Investment 507  792   1,081   1,148   1,000  975   1,099   2,096   3,800   4,947   5,201   5,598   5,081  
 Gross Fixed Capital Formation 334  795   1,168   1,222   1,076   1,092   1,216   2,066   3,779   4,923   5,173   5,568   5,054  
 Increase in Stocks 174  (3) (87) (74) (76) (116) (117) 30  21  24  28  30  27   
3 Total Consumption  2,073   2,724   2,750   3,274   3,450   3,754   3,994   4,565   5,171   5,861   6,580   8,556   11,216   
  Government Consumption  177  211  202  259  279  280  292  752  885   1,100   1,305   1,601   1,751   
  Private Consumption   1,895   2,514   2,548   3,015   3,171   3,473   3,703   3,813   4,286   4,761   5,275   6,955   9,465   
4 Statistical Discrepancy -  63  85  114  (151) (96) -  (158) (142) (237) (516) (609) (920)  
 Gross Domestic Product (1+2+3+4)  2,134   2,733   3,158   3,441   3,775   4,718   5,316   6,062   7,147   8,530   12,523   18,746   25,228   
Constant Prices              
1 Balance of Goods & NFS (705) (1,071) (903) (1,318) (617) 85  210  (396) (1,413) (1,586) 827   2,983   4,860   
 Exports of Goods and NFS  1,094  861   1,092  940   1,242   1,895   2,085   2,324   2,521   3,233   5,183   7,149   8,610   
 Imports of Goods and NFS  1,799   1,932   1,995   2,258   1,859   1,811   1,874   2,719   3,934   4,818   4,356   4,167   3,750   
2 Total Investment 801   1,002   1,288   1,382   1,177  975   1,039   1,879   3,191   3,843   3,420   3,210   2,507   
2a Gross Fixed Capital Formation 527   1,006   1,391   1,471   1,266   1,092   1,149   1,852   3,174   3,824   3,401   3,193   2,494   
2b Increase in Stocks 274  (4) (104) (89) (89) (116) (111) 27  17  19  19  17  13   
3 Total Consumption  3,272   3,444   3,275   3,941   4,059   3,754   3,775   4,091   4,343   4,553   4,326   4,907   5,534   
 Government Consumption 280  266  240  312  328  280  276  674  744  855  858  918  864   
 Private Consumption  2,992   3,178   3,035   3,629   3,730   3,473   3,499   3,417   3,599   3,698   3,468   3,989   4,670   
4 Statistical Discrepancy -  79  101  137  (178) (96) -  (141) (119) (184) (339) (349) (454)  
  Gross Domestic Product (1+2+3+4)  3,368   3,455   3,761   4,141   4,441   4,718   5,023   5,433   6,002   6,626   8,234   10,750   12,447   
Sources: International Monetary Fund, International Financial Statistics database and State Committee of the Republic of Azerbaijan 
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Appendix Table 5.1:  Regression Results for Azerbaijan Supply Functions (2000- 2006) - lnQt = α30 + α31lnQt-1 + α32lnPt + α33lnYt + α34T + µ3 
Product Description  Coefficients (t-statistic) Test Statistics 
HS Code  Classification Description Constant ln(Q)t-1 ln(P)t ln(Y)t T R2 DW F-stat. 
    1600    Import-Sub Manufacture of food products  
12.0812 
(4.5401) 
0.0071 
(0.0071) 
1.1906** 
(5.4454) 
0.4921** 
(0.4921) 
0.3895 
(1.3995) 0.92 2.50 5.89 
1729 Import-Sub Manufacture of tobacco products 
3.7536 
(3.3057) 
0.5481* 
(4.1802) 
4.333** 
(7.5682) 
0.0340 
(0.9462) 
0.0622 
(1.8643) 0.99 2.47 69.61 
3610 Import-Sub Textile industry 
8.9510 
(48.1176) 
0.0317* 
(3.2204) 
1.7964** 
(4.3338) 
0.3177** 
(6.3328) 
-0.1103** 
(-6.4789) 0.99 2.69 229.7 
3250 Import-Sub 
Manufacture of leather, leather products and 
footwear 
7.5809 
(13.9975) 
0.0268 
(0.3729) 
0.2051** 
(6.6357) 
0.0248 
(1.6544) 
-0.0051 
(-0.1396) 0.95 2.17 11.42 
2320 Import-Sub 
Wood working and wood products and cork 
products 
10.1221 
(6.7387) 
0.0812 
(0.2992) 
2.5890** 
(7.8898) 
0.0084 
(0.0157) 
-0.1688* 
(-3.6806) 0.99 3.05 56.17 
0111 Import-Sub Agricultural crops 
10.4627 
(7.2789) 
0.2967* 
(3.2510) 
0.7113* 
(3.6080) 
0.0601 
(2.4651) 
-0.0751 
(-1.1522) 0.96 3.34 15.41 
1511 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 
2.7905 
(3.0439) 
0.7110* 
(8.7352) 
0.3955 
(1.0544) 
0.1496 
(0.0729) 
0.1989 
(0.9309) 0.99 2.93 131.55 
1920 Export-oriented 
Manufacture of coke and refined petroleum 
products 
11.8800 
(11.1964) 
0.0224 
(0.2704) 
0.2915 
(3.9990)* 
0.0921 
(18.0059)** 
0.0453 
(3.6149)* 0.99 2.01 96.69 
2519 Import-Sub Chemical industry 
1.3114 
(0.8066) 
0.8788** 
(6.2197) 
0.0015 
(0.0680) 
0.0439 
(1.7013) 
-0.0040 
(0.6701) 0.99 3.15 227.78 
3410 Import-Sub Manufacture of rubber and plastics products 
1.2922 
(0.5602) 
0.7576* 
(2.9420) 
0.0903 
(0.2089) 
0.1562 
(0.2318) 
-0.0265 
(0.1082) 0.83 2.64 2.54 
0122 Import-Sub Manufacture of fabricated metal products 
12.0820 
(4.5401) 
0.0071 
(0.0361) 
1.1906 
(5.4454)** 
0.4921 
(5.4454)** 
0.3895 
(1.3995) 0.92 2.50 15.89 
3210 Import-Sub Manufacture of machinery and equipment 
-0.2837 
(-0.2393) 
0.9709 
(10.9997)** 
0.0733 
(0.32801) 
0.0626 
(0.7212) 
-0.0094 
(-0.2702) 0.99 1.94 51.94 
2010 Import-Sub Manufacture of electrical machinery and apparatus 
-0.4879 
(-0.0695) 
0.7272* 
(1.8096) 
0.9456 
(0.6269) 
0.1022 
(0.0965) 
-1.3989** 
(-3.7642) 0.97 3.63 16.85 
3110 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 
10.9695 
(9.4571) 
0.5323** 
(18.2799) 
1.62844** 
(6.2751) 
0.3507* 
(4.6413) 
-0.4312 
(-12.7341) 0.99 3.64 
             
172.18 
2221 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 
0.6075 
(0.7654) 
0.8763** 
(0.8763) 
0.0259 
(0.7485) 
0.0202 
(2.0191) 
0.0202 
(2.0191) 0.98 2.13 39.15 
2411 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 
5.4130 
   (18.5676) 
0.1813** 
(7.9353) 
0.0066 
(0.2062) 
0.0034 
(0.3619) 
0.0186 
(1.8568) 0.98 2.61 25.92 
2899 Import-Sub Manufacture of furniture manufacturing  
7.6947 
(1.8177) 
0.3105 
(0.7765) 
0.2865* 
(2.7941) 
0.2844 
(3.7606) 
-0.1784 
(-1.5430) 0.94 3.01 17.89 
3430 Import-Sub Livestock products 
8.4573 
(1.2275) 
0.1631 
(0.2866) 
4.2718 
(4.7592)** 
0.0452 
(0.4599) 
0.2192 
(0.4599) 0.97 2.83 21.59 
Note: * and ** indicates significance at 10% and at 5%  
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Appendix Table 5.2: Azerbaijan Regional Distribution of Change in Output following 50% Tariff Reduction (1000 Az manat) 
  
Tobacco 
products 
Textile 
products 
Furniture 
manufacturing 
Radio and 
television 
Refined 
petroleum 
products 
Agricultural 
crops 
Food 
products 
Leather 
products 
and 
footwear 
Rubber 
and 
plastic 
products 
Motor 
vehicles 
and 
trailers  
Livestock 
products 
Medical, 
precision and 
optical 
instruments 
Wood 
products 
Electrical 
machinery 
and 
apparatus  
Publishing, 
printing and 
reproduction of 
recorded 
materials 
Chemical 
industry 
Fabricated 
metal 
products 
Machinery 
and 
equipment 
Total 
Selected 
Industries  
Percent 
Distribution 
of Selected 
Industries 
Abseron -53.2 -33.6 -40.4 -244.2 9185.8 -793.4 -1736.7 -0.7 -0.5 -1.1 -1803.1 -6.9 -28.9 18.7 -2.0 1.8 37.8 745.9          5,245  5.1% 
Agdam -2.6 -1.6 -2.0 -11.9 447.6 -38.7 -84.6 0.0 0.0 -0.1 -87.9 -0.3 -1.4 0.9 -0.1 0.1 1.8 36.3             256  0.3% 
Agdash -9.9 -6.2 -7.5 -45.2 1701.1 -146.9 -321.6 -0.1 -0.1 -0.2 -333.9 -1.3 -5.3 3.5 -0.4 0.3 7.0 138.1             971  1.0% 
Agsu -7.1 -4.5 -5.4 -32.4 1217.6 -105.2 -230.2 -0.1 -0.1 -0.1 -239.0 -0.9 -3.8 2.5 -0.3 0.2 5.0 98.9             695  0.7% 
Ali Bayramli -17.1 -10.8 -13.0 -78.5 2954.5 -255.2 -558.6 -0.2 -0.2 -0.4 -579.9 -2.2 -9.3 6.0 -0.6 0.6 12.2 239.9          1,687  1.7% 
Astara -10.2 -6.4 -7.7 -46.6 1754.8 -151.6 -331.8 -0.1 -0.1 -0.2 -344.4 -1.3 -5.5 3.6 -0.4 0.4 7.2 142.5          1,002  1.0% 
Baku city -201.3 -127.0 -152.8 -923.9 34755.4 -3001.8 -6571.1 -2.7 -2.0 -4.2 -6822.2 -26.0 -109.2 70.7 -7.6 6.9 143.1 2822.2        19,846  19.4% 
Balakan -10.9 -6.9 -8.3 -50.0 1880.1 -162.4 -355.5 -0.1 -0.1 -0.2 -369.1 -1.4 -5.9 3.8 -0.4 0.4 7.7 152.7          1,074  1.1% 
Barda -12.1 -7.7 -9.2 -55.7 2095.0 -180.9 -396.1 -0.2 -0.1 -0.3 -411.2 -1.6 -6.6 4.3 -0.5 0.4 8.6 170.1          1,196  1.2% 
Beylegan -9.7 -6.2 -7.4 -44.7 1683.2 -145.4 -318.2 -0.1 -0.1 -0.2 -330.4 -1.3 -5.3 3.4 -0.4 0.3 6.9 136.7             961  0.9% 
Bilasuvar -11.6 -7.3 -8.8 -53.3 2005.5 -173.2 -379.2 -0.2 -0.1 -0.2 -393.7 -1.5 -6.3 4.1 -0.4 0.4 8.3 162.8          1,145  1.1% 
Dashkasan -12.3 -7.8 -9.4 -56.6 2130.8 -184.0 -402.9 -0.2 -0.1 -0.3 -418.3 -1.6 -6.7 4.3 -0.5 0.4 8.8 173.0          1,217  1.2% 
Davachi -11.3 -7.1 -8.6 -51.9 1951.7 -168.6 -369.0 -0.2 -0.1 -0.2 -383.1 -1.5 -6.1 4.0 -0.4 0.4 8.0 158.5          1,115  1.1% 
Fizuli -4.7 -2.9 -3.5 -21.4 805.8 -69.6 -152.3 -0.1 0.0 -0.1 -158.2 -0.6 -2.5 1.6 -0.2 0.2 3.3 65.4             460  0.5% 
Gadabay -10.5 -6.6 -8.0 -48.1 1808.5 -156.2 -341.9 -0.1 -0.1 -0.2 -355.0 -1.4 -5.7 3.7 -0.4 0.4 7.4 146.9          1,033  1.0% 
Ganja -118.1 -74.5 -89.7 -542.1 20394.9 -1761.5 -3856.0 -1.6 -1.2 -2.5 -4003.3 -15.3 -64.1 41.5 -4.5 4.1 84.0 1656.1        11,646  11.4% 
Goranboy -12.5 -7.9 -9.5 -57.6 2166.6 -187.1 -409.6 -0.2 -0.1 -0.3 -425.3 -1.6 -6.8 4.4 -0.5 0.4 8.9 175.9          1,237  1.2% 
Haciqabul -9.2 -5.8 -7.0 -42.4 1593.6 -137.6 -301.3 -0.1 -0.1 -0.2 -312.8 -1.2 -5.0 3.2 -0.3 0.3 6.6 129.4             910  0.9% 
Imishli -10.1 -6.3 -7.6 -46.2 1736.9 -150.0 -328.4 -0.1 -0.1 -0.2 -340.9 -1.3 -5.5 3.5 -0.4 0.3 7.1 141.0             992  1.0% 
Ismayilli -12.9 -8.1 -9.8 -59.0 2220.3 -191.8 -419.8 -0.2 -0.1 -0.3 -435.8 -1.7 -7.0 4.5 -0.5 0.4 9.1 180.3          1,268  1.2% 
Jalilabad -11.7 -7.4 -8.9 -53.8 2023.4 -174.8 -382.6 -0.2 -0.1 -0.2 -397.2 -1.5 -6.4 4.1 -0.4 0.4 8.3 164.3          1,155  1.1% 
Kurdamir -11.2 -7.1 -8.5 -51.4 1933.8 -167.0 -365.6 -0.2 -0.1 -0.2 -379.6 -1.4 -6.1 3.9 -0.4 0.4 8.0 157.0          1,104  1.1% 
Lankaran -16.0 -10.1 -12.1 -73.3 2757.5 -238.2 -521.4 -0.2 -0.2 -0.3 -541.3 -2.1 -8.7 5.6 -0.6 0.6 11.4 223.9          1,575  1.5% 
Lerik -12.4 -7.9 -9.4 -57.1 2148.7 -185.6 -406.3 -0.2 -0.1 -0.3 -421.8 -1.6 -6.8 4.4 -0.5 0.4 8.8 174.5          1,227  1.2% 
Masalli -10.8 -6.8 -8.2 -49.5 1862.2 -160.8 -352.1 -0.1 -0.1 -0.2 -365.5 -1.4 -5.9 3.8 -0.4 0.4 7.7 151.2          1,063  1.0% 
Mingachevir -28.4 -17.9 -21.6 -130.4 4906.2 -423.7 -927.6 -0.4 -0.3 -0.6 -963.0 -3.7 -15.4 10.0 -1.1 1.0 20.2 398.4          2,802  2.7% 
Naftalan -9.0 -5.7 -6.9 -41.4 1557.8 -134.5 -294.5 -0.1 -0.1 -0.2 -305.8 -1.2 -4.9 3.2 -0.3 0.3 6.4 126.5             890  0.9% 
Nakhchivan -31.9 -20.2 -24.3 -146.6 5515.0 -476.3 -1042.7 -0.4 -0.3 -0.7 -1082.5 -4.1 -17.3 11.2 -1.2 1.1 22.7 447.8          3,149  3.1% 
Neftchala -9.0 -5.7 -6.9 -41.4 1557.8 -134.5 -294.5 -0.1 -0.1 -0.2 -305.8 -1.2 -4.9 3.2 -0.3 0.3 6.4 126.5             890  0.9% 
Oguz -9.9 -6.2 -7.5 -45.2 1701.1 -146.9 -321.6 -0.1 -0.1 -0.2 -333.9 -1.3 -5.3 3.5 -0.4 0.3 7.0 138.1             971  1.0% 
Qabala -11.6 -7.3 -8.8 -53.3 2005.5 -173.2 -379.2 -0.2 -0.1 -0.2 -393.7 -1.5 -6.3 4.1 -0.4 0.4 8.3 162.8          1,145  1.1% 
Qakh -11.2 -7.1 -8.5 -51.4 1933.8 -167.0 -365.6 -0.2 -0.1 -0.2 -379.6 -1.4 -6.1 3.9 -0.4 0.4 8.0 157.0          1,104  1.1% 
Qazakh -9.5 -6.0 -7.2 -43.8 1647.3 -142.3 -311.5 -0.1 -0.1 -0.2 -323.4 -1.2 -5.2 3.3 -0.4 0.3 6.8 133.8             941  0.9% 
Qobustan -4.7 -2.9 -3.5 -21.4 805.8 -69.6 -152.3 -0.1 0.0 -0.1 -158.2 -0.6 -2.5 1.6 -0.2 0.2 3.3 65.4             460  0.5% 
Quba -10.8 -6.8 -8.2 -49.5 1862.2 -160.8 -352.1 -0.1 -0.1 -0.2 -365.5 -1.4 -5.9 3.8 -0.4 0.4 7.7 151.2          1,063  1.0% 
Qusar -10.2 -6.4 -7.7 -46.6 1754.8 -151.6 -331.8 -0.1 -0.1 -0.2 -344.4 -1.3 -5.5 3.6 -0.4 0.4 7.2 142.5          1,002  1.0% 
Saatli -9.2 -5.8 -7.0 -42.4 1593.6 -137.6 -301.3 -0.1 -0.1 -0.2 -312.8 -1.2 -5.0 3.2 -0.3 0.3 6.6 129.4             910  0.9% 
Shaki -30.9 -19.5 -23.5 -141.8 5336.0 -460.9 -1008.9 -0.4 -0.3 -0.7 -1047.4 -4.0 -16.8 10.9 -1.2 1.1 22.0 433.3          3,047  3.0% 
Shaki city -29.4 -18.5 -22.3 -134.7 5067.4 -437.7 -958.1 -0.4 -0.3 -0.6 -994.7 -3.8 -15.9 10.3 -1.1 1.0 20.9 411.5          2,894  2.8% 
Salyan -11.6 -7.3 -8.8 -53.3 2005.5 -173.2 -379.2 -0.2 -0.1 -0.2 -393.7 -1.5 -6.3 4.1 -0.4 0.4 8.3 162.8          1,145  1.1% 
Shamakhi -11.0 -6.9 -8.3 -50.5 1898.0 -163.9 -358.9 -0.2 -0.1 -0.2 -372.6 -1.4 -6.0 3.9 -0.4 0.4 7.8 154.1          1,084  1.1% 
Shamkir -12.1 -7.7 -9.2 -55.7 2095.0 -180.9 -396.1 -0.2 -0.1 -0.3 -411.2 -1.6 -6.6 4.3 -0.5 0.4 8.6 170.1          1,196  1.2% 
Samukh -8.9 -5.6 -6.8 -40.9 1539.9 -133.0 -291.1 -0.1 -0.1 -0.2 -302.3 -1.2 -4.8 3.1 -0.3 0.3 6.3 125.0             879  0.9% 
Siyazan -13.0 -8.2 -9.8 -59.5 2238.2 -193.3 -423.2 -0.2 -0.1 -0.3 -439.3 -1.7 -7.0 4.6 -0.5 0.4 9.2 181.7          1,278  1.3% 
Sumqayit -32.7 -20.6 -24.8 -149.9 5640.4 -487.2 -1066.4 -0.4 -0.3 -0.7 -1107.2 -4.2 -17.7 11.5 -1.2 1.1 23.2 458.0          3,221  3.2% 
Tovuz -12.8 -8.0 -9.7 -58.5 2202.4 -190.2 -416.4 -0.2 -0.1 -0.3 -432.3 -1.6 -6.9 4.5 -0.5 0.4 9.1 178.8          1,258  1.2% 
Ujar -12.3 -7.8 -9.4 -56.6 2130.8 -184.0 -402.9 -0.2 -0.1 -0.3 -418.3 -1.6 -6.7 4.3 -0.5 0.4 8.8 173.0          1,217  1.2% 
Khachmaz -10.2 -6.4 -7.7 -46.6 1754.8 -151.6 -331.8 -0.1 -0.1 -0.2 -344.4 -1.3 -5.5 3.6 -0.4 0.4 7.2 142.5          1,002  1.0% 
Khanlar -7.8 -4.9 -5.9 -35.7 1342.9 -116.0 -253.9 -0.1 -0.1 -0.2 -263.6 -1.0 -4.2 2.7 -0.3 0.3 5.5 109.0             767  0.8% 
Khizi -10.6 -6.7 -8.0 -48.5 1826.4 -157.7 -345.3 -0.1 -0.1 -0.2 -358.5 -1.4 -5.7 3.7 -0.4 0.4 7.5 148.3          1,043  1.0% 
Yardimli -10.2 -6.4 -7.7 -46.6 1754.8 -151.6 -331.8 -0.1 -0.1 -0.2 -344.4 -1.3 -5.5 3.6 -0.4 0.4 7.2 142.5          1,002  1.0% 
Yevlakh -25.3 -16.0 -19.2 -116.1 4369.1 -377.4 -826.0 -0.3 -0.2 -0.5 -857.6 -3.3 -13.7 8.9 -1.0 0.9 18.0 354.8          2,495  2.4% 
Zagatala -22.5 -14.2 -17.1 -103.3 3885.6 -335.6 -734.6 -0.3 -0.2 -0.5 -762.7 -2.9 -12.2 7.9 -0.8 0.8 16.0 315.5          2,219  2.2% 
Zardab -11.1 -7.0 -8.4 -50.9 1915.9 -165.5 -362.2 -0.2 -0.1 -0.2 -376.1 -1.4 -6.0 3.9 -0.4 0.4 7.9 155.6          1,094  1.1% 
Total -1037.2 -654.4 -787.4 -4759.7 179059.5 -15465.3 -33854.3 -14.2 -10.2 -21.9 -35147.7 -134.1 -562.7 364.1 -39.1 35.8 737.1 14539.8      102,248  100.0% 
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Table 5.3: Azerbaijan Regional Distribution of Percentage Change in Employment following 50% Tariff Reduction (number of persons)        
  
Tobacco 
products 
Textile 
products 
Furniture 
manufacturing 
Radio 
and 
television 
Refined 
petroleum 
products 
Agricultural 
crops 
Food 
products 
Leather 
products 
and 
footwear 
Rubber 
and 
plastic 
products 
Motor 
vehicles 
and 
trailers  
Livestock 
products 
Medical, 
precision and 
optical 
instruments 
Wood 
products 
Electrical 
machinery 
and 
apparatus  
Publishing, 
printing and 
reproduction of 
recorded 
materials 
Chemical 
industry 
Fabricated 
metal 
products 
Machinery 
and 
equipment 
Total 
Selected 
Industries  
Percent 
Distribution of 
Selected 
Industries 
Abseron -689.37 -82.96 -269.32 -15.61 1252.08 -628.16 -132.54 -13.60 -2.79 -47.56 -391.39 -47.81 -423.43 86.62 -8.77 0.98 84.97 3138.14 1809.48 0.05 
Agdam -33.60 -4.04 -13.12 -0.76 61.02 -30.61 -6.46 -0.66 -0.14 -2.32 -19.07 -2.33 -20.63 4.22 -0.43 0.05 4.14 152.93 88.18 0.00 
Agdash -127.66 -15.36 -49.87 -2.89 231.87 -116.33 -24.54 -2.52 -0.52 -8.81 -72.48 -8.85 -78.41 16.04 -1.62 0.18 15.73 581.14 335.09 0.01 
Agsu -91.38 -11.00 -35.70 -2.07 165.97 -83.27 -17.57 -1.80 -0.37 -6.30 -51.88 -6.34 -56.13 11.48 -1.16 0.13 11.26 415.97 239.85 0.01 
Ali Bayramli -221.73 -26.68 -86.62 -5.02 402.72 -202.04 -42.63 -4.37 -0.90 -15.30 -125.88 -15.38 -136.19 27.86 -2.82 0.31 27.33 1009.34 582.00 0.02 
Astara -131.69 -15.85 -51.45 -2.98 239.19 -120.00 -25.32 -2.60 -0.53 -9.09 -74.77 -9.13 -80.89 16.55 -1.68 0.19 16.23 599.49 345.67 0.01 
Baku city -2608.33 -313.89 -1018.99 -59.08 4737.40 -2376.74 -501.47 -51.45 -10.55 -179.94 -1480.86 -180.89 -1602.09 327.74 -33.19 3.69 321.48 11873.55 6846.40 0.19 
Balakan -141.10 -16.98 -55.12 -3.20 256.27 -128.57 -27.13 -2.78 -0.57 -9.73 -80.11 -9.79 -86.67 17.73 -1.80 0.20 17.39 642.31 370.36 0.01 
Barda -157.23 -18.92 -61.42 -3.56 285.56 -143.27 -30.23 -3.10 -0.64 -10.85 -89.26 -10.90 -96.57 19.76 -2.00 0.22 19.38 715.72 412.69 0.01 
Beylegan -126.32 -15.20 -49.35 -2.86 229.43 -115.10 -24.29 -2.49 -0.51 -8.71 -71.72 -8.76 -77.59 15.87 -1.61 0.18 15.57 575.02 331.56 0.01 
Bilasuvar -150.51 -18.11 -58.80 -3.41 273.36 -137.14 -28.94 -2.97 -0.61 -10.38 -85.45 -10.44 -92.44 18.91 -1.91 0.21 18.55 685.13 395.05 0.01 
Dashkasan -159.91 -19.24 -62.47 -3.62 290.44 -145.71 -30.74 -3.15 -0.65 -11.03 -90.79 -11.09 -98.22 20.09 -2.03 0.23 19.71 727.95 419.74 0.01 
Davachi -146.47 -17.63 -57.22 -3.32 266.04 -133.47 -28.16 -2.89 -0.59 -10.10 -83.16 -10.16 -89.97 18.40 -1.86 0.21 18.05 666.78 384.47 0.01 
Fizuli -60.47 -7.28 -23.62 -1.37 109.83 -55.10 -11.63 -1.19 -0.24 -4.17 -34.33 -4.19 -37.14 7.60 -0.77 0.09 7.45 275.28 158.73 0.00 
Gadabay -135.72 -16.33 -53.02 -3.07 246.51 -123.67 -26.09 -2.68 -0.55 -9.36 -77.06 -9.41 -83.36 17.05 -1.73 0.19 16.73 617.84 356.25 0.01 
Ganja -1530.60 -184.19 -597.95 -34.67 2779.96 -1394.70 -294.27 -30.19 -6.19 -105.59 -868.99 -106.15 -940.12 192.32 -19.47 2.17 188.65 6967.53 4017.54 0.11 
Goranboy -162.60 -19.57 -63.52 -3.68 295.32 -148.16 -31.26 -3.21 -0.66 -11.22 -92.32 -11.28 -99.87 20.43 -2.07 0.23 20.04 740.19 426.80 0.01 
Haciqabul -119.60 -14.39 -46.72 -2.71 217.22 -108.98 -22.99 -2.36 -0.48 -8.25 -67.90 -8.29 -73.46 15.03 -1.52 0.17 14.74 544.43 313.93 0.01 
Imishli -130.35 -15.69 -50.92 -2.95 236.75 -118.78 -25.06 -2.57 -0.53 -8.99 -74.00 -9.04 -80.06 16.38 -1.66 0.18 16.07 593.37 342.14 0.01 
Ismayilli -166.63 -20.05 -65.10 -3.77 302.65 -151.84 -32.04 -3.29 -0.67 -11.50 -94.60 -11.56 -102.35 20.94 -2.12 0.24 20.54 758.54 437.38 0.01 
Jalilabad -151.85 -18.27 -59.32 -3.44 275.80 -138.37 -29.19 -3.00 -0.61 -10.48 -86.21 -10.53 -93.27 19.08 -1.93 0.22 18.72 691.25 398.58 0.01 
Kurdamir -145.13 -17.47 -56.70 -3.29 263.60 -132.25 -27.90 -2.86 -0.59 -10.01 -82.40 -10.07 -89.14 18.24 -1.85 0.21 17.89 660.66 380.94 0.01 
Lankaran -206.95 -24.90 -80.85 -4.69 375.87 -188.57 -39.79 -4.08 -0.84 -14.28 -117.49 -14.35 -127.11 26.00 -2.63 0.29 25.51 942.05 543.20 0.02 
Lerik -161.26 -19.41 -63.00 -3.65 292.88 -146.94 -31.00 -3.18 -0.65 -11.12 -91.55 -11.18 -99.05 20.26 -2.05 0.23 19.88 734.07 423.27 0.01 
Masalli -139.76 -16.82 -54.60 -3.17 253.83 -127.35 -26.87 -2.76 -0.57 -9.64 -79.35 -9.69 -85.84 17.56 -1.78 0.20 17.23 636.19 366.83 0.01 
Mingachevir -368.20 -44.31 -143.85 -8.34 668.75 -335.51 -70.79 -7.26 -1.49 -25.40 -209.04 -25.54 -226.16 46.27 -4.68 0.52 45.38 1676.12 966.47 0.03 
Naftalan -116.91 -14.07 -45.67 -2.65 212.34 -106.53 -22.48 -2.31 -0.47 -8.07 -66.38 -8.11 -71.81 14.69 -1.49 0.17 14.41 532.20 306.87 0.01 
Nakhchivan -413.89 -49.81 -161.69 -9.38 751.74 -377.14 -79.57 -8.16 -1.67 -28.55 -234.98 -28.70 -254.22 52.01 -5.27 0.59 51.01 1884.11 1086.39 0.03 
Neftchala -116.91 -14.07 -45.67 -2.65 212.34 -106.53 -22.48 -2.31 -0.47 -8.07 -66.38 -8.11 -71.81 14.69 -1.49 0.17 14.41 532.20 306.87 0.01 
Oguz -127.66 -15.36 -49.87 -2.89 231.87 -116.33 -24.54 -2.52 -0.52 -8.81 -72.48 -8.85 -78.41 16.04 -1.62 0.18 15.73 581.14 335.09 0.01 
Qabala -150.51 -18.11 -58.80 -3.41 273.36 -137.14 -28.94 -2.97 -0.61 -10.38 -85.45 -10.44 -92.44 18.91 -1.91 0.21 18.55 685.13 395.05 0.01 
Qakh -145.13 -17.47 -56.70 -3.29 263.60 -132.25 -27.90 -2.86 -0.59 -10.01 -82.40 -10.07 -89.14 18.24 -1.85 0.21 17.89 660.66 380.94 0.01 
Qazakh -123.63 -14.88 -48.30 -2.80 224.54 -112.65 -23.77 -2.44 -0.50 -8.53 -70.19 -8.57 -75.94 15.53 -1.57 0.18 15.24 562.79 324.51 0.01 
Qobustan -60.47 -7.28 -23.62 -1.37 109.83 -55.10 -11.63 -1.19 -0.24 -4.17 -34.33 -4.19 -37.14 7.60 -0.77 0.09 7.45 275.28 158.73 0.00 
Quba -139.76 -16.82 -54.60 -3.17 253.83 -127.35 -26.87 -2.76 -0.57 -9.64 -79.35 -9.69 -85.84 17.56 -1.78 0.20 17.23 636.19 366.83 0.01 
Qusar -131.69 -15.85 -51.45 -2.98 239.19 -120.00 -25.32 -2.60 -0.53 -9.09 -74.77 -9.13 -80.89 16.55 -1.68 0.19 16.23 599.49 345.67 0.01 
Saatli -119.60 -14.39 -46.72 -2.71 217.22 -108.98 -22.99 -2.36 -0.48 -8.25 -67.90 -8.29 -73.46 15.03 -1.52 0.17 14.74 544.43 313.93 0.01 
Shaki -400.45 -48.19 -156.44 -9.07 727.33 -364.90 -76.99 -7.90 -1.62 -27.63 -227.36 -27.77 -245.97 50.32 -5.09 0.57 49.36 1822.94 1051.12 0.03 
Shaki city -380.30 -45.76 -148.57 -8.61 690.72 -346.53 -73.11 -7.50 -1.54 -26.24 -215.91 -26.37 -233.59 47.79 -4.84 0.54 46.87 1731.18 998.21 0.03 
Salyan -150.51 -18.11 -58.80 -3.41 273.36 -137.14 -28.94 -2.97 -0.61 -10.38 -85.45 -10.44 -92.44 18.91 -1.91 0.21 18.55 685.13 395.05 0.01 
Shamakhi -142.44 -17.14 -55.65 -3.23 258.71 -129.80 -27.39 -2.81 -0.58 -9.83 -80.87 -9.88 -87.49 17.90 -1.81 0.20 17.56 648.43 373.89 0.01 
Shamkir -157.23 -18.92 -61.42 -3.56 285.56 -143.27 -30.23 -3.10 -0.64 -10.85 -89.26 -10.90 -96.57 19.76 -2.00 0.22 19.38 715.72 412.69 0.01 
Samukh -115.57 -13.91 -45.15 -2.62 209.90 -105.31 -22.22 -2.28 -0.47 -7.97 -65.61 -8.01 -70.98 14.52 -1.47 0.16 14.24 526.08 303.34 0.01 
Siyazan -167.98 -20.21 -65.62 -3.80 305.09 -153.06 -32.29 -3.31 -0.68 -11.59 -95.37 -11.65 -103.17 21.11 -2.14 0.24 20.70 764.65 440.91 0.01 
Sumqayit -423.30 -50.94 -165.37 -9.59 768.82 -385.71 -81.38 -8.35 -1.71 -29.20 -240.33 -29.36 -260.00 53.19 -5.39 0.60 52.17 1926.93 1111.09 0.03 
Tovuz -165.29 -19.89 -64.57 -3.74 300.21 -150.61 -31.78 -3.26 -0.67 -11.40 -93.84 -11.46 -101.52 20.77 -2.10 0.23 20.37 752.42 433.85 0.01 
Ujar -159.91 -19.24 -62.47 -3.62 290.44 -145.71 -30.74 -3.15 -0.65 -11.03 -90.79 -11.09 -98.22 20.09 -2.03 0.23 19.71 727.95 419.74 0.01 
Khachmaz -131.69 -15.85 -51.45 -2.98 239.19 -120.00 -25.32 -2.60 -0.53 -9.09 -74.77 -9.13 -80.89 16.55 -1.68 0.19 16.23 599.49 345.67 0.01 
Khanlar -100.79 -12.13 -39.37 -2.28 183.05 -91.84 -19.38 -1.99 -0.41 -6.95 -57.22 -6.99 -61.90 12.66 -1.28 0.14 12.42 458.79 264.54 0.01 
Khizi -137.07 -16.49 -53.55 -3.10 248.95 -124.90 -26.35 -2.70 -0.55 -9.46 -77.82 -9.51 -84.19 17.22 -1.74 0.19 16.89 623.96 359.78 0.01 
Yardimli -131.69 -15.85 -51.45 -2.98 239.19 -120.00 -25.32 -2.60 -0.53 -9.09 -74.77 -9.13 -80.89 16.55 -1.68 0.19 16.23 599.49 345.67 0.01 
Yevlakh -327.89 -39.46 -128.10 -7.43 595.53 -298.78 -63.04 -6.47 -1.33 -22.62 -186.16 -22.74 -201.40 41.20 -4.17 0.46 40.41 1492.60 860.65 0.02 
Zagatala -291.61 -35.09 -113.92 -6.61 529.63 -265.71 -56.06 -5.75 -1.18 -20.12 -165.56 -20.22 -179.11 36.64 -3.71 0.41 35.94 1327.44 765.41 0.02 
Zardab -143.79 -17.30 -56.17 -3.26 261.15 -131.02 -27.64 -2.84 -0.58 -9.92 -81.63 -9.97 -88.32 18.07 -1.83 0.20 17.72 654.54 377.42 0.01 
Total -13438.07 ###### -5249.82 -304.39 24407.00 ######## -2583.55 -265.07 -54.36 -927.05 -7629.37 -931.95 -8253.93 1688.52 -170.97 19.03 1656.26 61172.33 35272.56 1.00 
 
 
 
 Appendix Table 5.4: Long and short term elasticities of price and income for aggregated Azerbaijan production (2000-2006) 
ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
1511 Import-Sub Manufacture of food products  1.1906 1.1968 0.4921 0.4947 
1600 Import-Sub Manufacture of tobacco products 4.3330 5.0040 0.034 0.0393 
1729 Import-Sub Textile industry 1.7964 3.6629 0.3177 0.6478 
1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.2051 0.3229 0.0248 0.0390 
2010 Import-Sub 
Wood working and wood products and cork 
products 2.589 4.0755 0.0084 0.0132 
0111 Import-Sub Agricultural crops 0.7113 6.1875 0.0601 0.5228 
2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.3955 0.8338 0.1496 0.3154 
2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.2915 0.3971 0.0921 0.1255 
2411 Import-Sub Chemical industry 0.8788 2.0119 0.0439 0.1005 
2519 Import-Sub Manufacture of rubber and plastics products 0.0903 0.2425 0.1562 0.4194 
2899 Import-Sub Manufacture of fabricated metal products 1.1906 2.4014 0.4921 0.9925 
3430 Import-Sub Manufacture of machinery and equipment 0.0733 0.1836 0.0626 0.1568 
3110 Import-Sub Manufacture of electrical machinery and apparatus 0.9456 2.6143 0.1022 0.2826 
3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 1.62844 3.9208 0.3507 0.8444 
3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0259 0.0341 0.0202 0.0266 
3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0066 0.0144 0.0034 0.0074 
3610 Import-Sub Manufacture of furniture manufacturing  0.2865 0.4420 0.2844 0.4388 
0122 Import-Sub Livestock products 4.2718 12.1715 0.0452 0.1288 
  Total average  1.1617 2.5398 0.1522 0.3109 
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Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production (2000-2006) 
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Abseron 1511 Import-Sub Manufacture of food products  0.4819 0.4833 0.1992 0.1998 
 1600 Import-Sub Manufacture of tobacco products 1.9450 2.0994 0.0153 0.0165 
 1729 Import-Sub Textile industry 0.8782 1.2190 0.1553 0.2156 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.1253 0.1567 0.0152 0.0189 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.8421 1.0527 0.0027 0.0034 
 0111 Import-Sub Agricultural crops 0.1182 0.2298 0.0100 0.0194 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.2283 0.3208 0.0863 0.1213 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.1919 0.2614 0.0606 0.0826 
 2411 Import-Sub Chemical industry 0.0011 0.0017 0.0335 0.0485 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0425 0.0649 0.0736 0.1122 
 2899 Import-Sub Manufacture of fabricated metal products 0.6248 0.8638 0.2583 0.3570 
 3430 Import-Sub Manufacture of machinery and equipment 0.0424 0.0633 0.0362 0.0540 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.6243 0.9608 0.0675 0.1038 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.7443 1.0958 0.1603 0.2360 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0183 0.0211 0.0143 0.0165 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0048 0.0069 0.0025 0.0035 
 3610 Import-Sub Manufacture of furniture manufacturing  0.1849 0.2852 0.1160 0.1789 
  0122 Import-Sub Livestock products 1.2908 2.0045 0.0137 0.0212 
        
Agdam 1511 Import-Sub Manufacture of food products  0.1766 0.2392 0.1495 0.2026 
 1600 Import-Sub Manufacture of tobacco products 0.0948 0.1326 0.0007 0.0010 
 1729 Import-Sub Textile industry 0.0428 0.0674 0.0076 0.0119 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0061 0.0091 0.0007 0.0011 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.0410 0.0602 0.0001 0.0002 
 0111 Import-Sub Agricultural crops 0.0058 0.0105 0.0005 0.0009 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0111 0.0172 0.0042 0.0065 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0093 0.0135 0.0030 0.0043 
 2411 Import-Sub Chemical industry 0.0001 0.0003 0.0016 0.0084 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0021 0.0028 0.0036 0.0048 
 2899 Import-Sub Manufacture of fabricated metal products 0.0304 0.3253 0.0126 0.1344 
 3430 Import-Sub Manufacture of machinery and equipment 0.0021 0.0028 0.0018 0.0024 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0304 0.0422 0.0033 0.0046 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.0363 0.0541 0.0078 0.0117 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0009 0.0013 0.0007 0.0010 
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 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0002 0.0003 0.0001 0.0002 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0090 0.0104 0.0057 0.0065 
  0122 Import-Sub Livestock products 0.0629 0.0906 0.0007 0.0010 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Agdash 1511 Import-Sub Manufacture of food products  0.7960 1.1186 0.6742 0.9474 
 1600 Import-Sub Manufacture of tobacco products 0.3067 0.4155 0.0024 0.0033 
 1729 Import-Sub Textile industry 0.1668 1.3556 0.0295 0.2397 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0180 0.1077 0.0022 0.0130 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.0939 0.1401 0.0003 0.0005 
 0111 Import-Sub Agricultural crops 0.0896 0.1303 0.0076 0.0110 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0457 0.0697 0.0173 0.0264 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0377 0.0504 0.0119 0.0159 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0045 0.0071 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0103 0.1417 0.0179 0.2451 
 2899 Import-Sub Manufacture of fabricated metal products 0.1504 0.2357 0.0622 0.0974 
 3430 Import-Sub Manufacture of machinery and equipment 0.0106 0.0163 0.0090 0.0139 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0944 0.1326 0.0102 0.0143 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.2519 0.3232 0.0542 0.0696 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0041 0.0059 0.0032 0.0046 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0013 0.0005 0.0007 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0188 0.0665 0.0118 0.0417 
  0122 Import-Sub Livestock products 0.0000 0.0000 0.0000 0.0000 
        
Agsu 1511 Import-Sub Manufacture of food products  0.5297 1.4656 0.4486 1.2413 
 1600 Import-Sub Manufacture of tobacco products 0.2844 0.3807 0.0022 0.0030 
 1729 Import-Sub Textile industry 0.1284 0.1653 0.0227 0.0292 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0183 0.0185 0.0022 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1231 0.1284 0.0004 0.0004 
 0111 Import-Sub Agricultural crops 0.0173 0.0179 0.0015 0.0015 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0334 0.0344 0.0126 0.0130 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0280 0.0302 0.0089 0.0095 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0049 0.0051 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0062 0.0257 0.0108 0.0444 
 2899 Import-Sub Manufacture of fabricated metal products 0.0913 0.0957 0.0378 0.0396 
 3430 Import-Sub Manufacture of machinery and equipment 0.0062 0.0065 0.0053 0.0056 
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 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0913 0.0952 0.0099 0.0103 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1088 0.1144 0.0234 0.0246 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0027 0.0028 0.0021 0.0022 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0007 0.0007 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0270 0.0276 0.0170 0.0173 
  0122 Import-Sub Livestock products 0.1887 0.1974 0.0020 0.0021 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Ali 
Bayramli 1511 Import-Sub Manufacture of food products  0.4570 0.9062 0.6517 1.2922 
 1600 Import-Sub Manufacture of tobacco products 0.3372 0.3559 0.0045 0.0047 
 1729 Import-Sub Textile industry 0.1113 0.1157 0.0331 0.0345 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0167 0.0174 0.0034 0.0035 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1989 0.2103 0.0011 0.0011 
 0111 Import-Sub Agricultural crops 0.0226 0.0238 0.0032 0.0034 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0436 0.0458 0.0278 0.0291 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0295 0.0316 0.0157 0.0168 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0084 0.0088 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0081 0.0085 0.0237 0.0248 
 2899 Import-Sub Manufacture of fabricated metal products 0.1194 0.1355 0.0831 0.0943 
 3430 Import-Sub Manufacture of machinery and equipment 0.0081 0.0084 0.0117 0.0121 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1193 0.1377 0.0217 0.0251 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1422 0.1478 0.0516 0.0536 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0035 0.0037 0.0046 0.0048 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0010 0.0008 0.0008 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0353 0.0371 0.0373 0.0391 
  0122 Import-Sub Livestock products 0.2466 0.2569 0.0044 0.0046 
        
Astara  1511 Import-Sub Manufacture of food products  9.0518 9.2326 7.6663 7.8194 
 1600 Import-Sub Manufacture of tobacco products 6.6778 6.9944 0.0524 0.0549 
 1729 Import-Sub Textile industry 2.2037 2.3018 0.3897 0.4071 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.3300 0.3433 0.0399 0.0415 
 2010 Import-Sub 
Wood working and wood products and cork 
products 3.9398 4.5269 0.0128 0.0147 
 0111 Import-Sub Agricultural crops 0.4473 0.5102 0.0378 0.0431 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.8636 0.9079 0.3267 0.3434 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.5839 0.6121 0.1845 0.1934 
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 2411 Import-Sub Chemical industry 0.0034 0.0035 0.0983 0.1036 
 2519 Import-Sub Manufacture of rubber and plastics products 0.1609 0.1672 0.2783 0.2891 
 2899 Import-Sub Manufacture of fabricated metal products 2.3641 2.5001 0.9771 1.0333 
 3430 Import-Sub Manufacture of machinery and equipment 0.1605 0.1857 0.1371 0.1586 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 2.3622 2.4958 0.2553 0.2697 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 2.8163 2.9701 0.6065 0.6396 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0694 0.0725 0.0541 0.0566 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0183 0.0189 0.0094 0.0097 
 3610 Import-Sub Manufacture of furniture manufacturing  0.6994 0.7319 0.4387 0.4591 
  0122 Import-Sub Livestock products 4.8837 5.1013 0.0517 0.0540 
 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Baki city 1511 Import-Sub Manufacture of food products  0.4897 0.5400 0.4147 0.4573 
 1600 Import-Sub Manufacture of tobacco products 0.3612 0.3918 0.0028 0.0031 
 1729 Import-Sub Textile industry 0.1192 0.1316 0.0211 0.0233 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0179 0.0185 0.0022 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2131 0.2153 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0242 0.0242 0.0020 0.0020 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0467 0.0468 0.0177 0.0177 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0316 0.0316 0.0100 0.0100 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0053 0.0053 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0087 0.0087 0.0151 0.0151 
 2899 Import-Sub Manufacture of fabricated metal products 0.1279 0.1281 0.0529 0.0530 
 3430 Import-Sub Manufacture of machinery and equipment 0.0087 0.0090 0.0074 0.0077 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1278 0.1281 0.0138 0.0138 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1523 0.1527 0.0328 0.0329 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0038 0.0038 0.0029 0.0029 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0378 0.0379 0.0237 0.0238 
  0122 Import-Sub Livestock products 0.2642 0.2648 0.0028 0.0028 
        
Balakan 1511 Import-Sub Manufacture of food products  0.5456 0.5461 0.4621 0.4625 
 1600 Import-Sub Manufacture of tobacco products 0.4025 0.4033 0.0032 0.0032 
 1729 Import-Sub Textile industry 0.1328 0.1359 0.0235 0.0240 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0199 0.0199 0.0024 0.0024 
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 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2375 0.2379 0.0008 0.0008 
 0111 Import-Sub Agricultural crops 0.0270 0.0270 0.0023 0.0023 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0521 0.0522 0.0197 0.0197 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0352 0.0353 0.0111 0.0111 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0059 0.0059 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0097 0.0097 0.0168 0.0168 
 2899 Import-Sub Manufacture of fabricated metal products 0.1425 0.1428 0.0589 0.0590 
 3430 Import-Sub Manufacture of machinery and equipment 0.0097 0.0097 0.0083 0.0083 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1424 0.1432 0.0154 0.0155 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1698 0.1701 0.0366 0.0366 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0042 0.0042 0.0033 0.0033 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0011 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0422 0.0422 0.0264 0.0265 
  0122 Import-Sub Livestock products 0.2944 0.2950 0.0031 0.0031 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Barda 1511 Import-Sub Manufacture of food products  0.4384 0.4393 0.3713 0.3721 
 1600 Import-Sub Manufacture of tobacco products 0.3234 0.3240 0.0025 0.0025 
 1729 Import-Sub Textile industry 0.1067 0.1068 0.0189 0.0189 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0160 0.0160 0.0019 0.0019 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1908 0.1912 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0217 0.0217 0.0018 0.0018 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0418 0.0421 0.0158 0.0159 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0283 0.0284 0.0089 0.0090 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0048 0.0048 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0078 0.0078 0.0135 0.0135 
 2899 Import-Sub Manufacture of fabricated metal products 0.1145 0.1148 0.0473 0.0474 
 3430 Import-Sub Manufacture of machinery and equipment 0.0078 0.0078 0.0066 0.0066 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1144 0.1147 0.0124 0.0124 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1364 0.1372 0.0294 0.0296 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0034 0.0034 0.0026 0.0026 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0339 0.0339 0.0212 0.0213 
  0122 Import-Sub Livestock products 0.2365 0.2369 0.0025 0.0025 
     0.0000  0.0000 
Beylagan 1511 Import-Sub Manufacture of food products  0.5223 0.5234 0.4424 0.4433 
 1600 Import-Sub Manufacture of tobacco products 0.3853 0.3861 0.0030 0.0030 
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 1729 Import-Sub Textile industry 0.1272 0.1277 0.0225 0.0226 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0190 0.0191 0.0023 0.0023 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2273 0.2283 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0258 0.0259 0.0022 0.0022 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0498 0.0504 0.0188 0.0191 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0337 0.0337 0.0106 0.0107 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0057 0.0057 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0093 0.0093 0.0161 0.0161 
 2899 Import-Sub Manufacture of fabricated metal products 0.1364 0.1366 0.0564 0.0565 
 3430 Import-Sub Manufacture of machinery and equipment 0.0093 0.0093 0.0079 0.0079 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1363 0.1366 0.0147 0.0148 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1625 0.1690 0.0350 0.0364 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0040 0.0040 0.0031 0.0031 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0011 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0404 0.0404 0.0253 0.0254 
  0122 Import-Sub Livestock products 0.2818 0.2825 0.0030 0.0030 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Bilasuvar 1511 Import-Sub Manufacture of food products  0.5550 0.5564 0.4700 0.4713 
 1600 Import-Sub Manufacture of tobacco products 0.4094 0.4104 0.0032 0.0032 
 1729 Import-Sub Textile industry 0.1351 0.1352 0.0239 0.0239 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0202 0.0203 0.0024 0.0025 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2415 0.2478 0.0008 0.0008 
 0111 Import-Sub Agricultural crops 0.0274 0.0275 0.0023 0.0023 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0529 0.0531 0.0200 0.0201 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0358 0.0359 0.0113 0.0113 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0060 0.0060 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0099 0.0099 0.0171 0.0171 
 2899 Import-Sub Manufacture of fabricated metal products 0.1449 0.1453 0.0599 0.0601 
 3430 Import-Sub Manufacture of machinery and equipment 0.0098 0.0099 0.0084 0.0084 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1448 0.1452 0.0157 0.0157 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1727 0.1731 0.0372 0.0373 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0043 0.0043 0.0033 0.0033 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0011 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0429 0.0432 0.0269 0.0271 
AZERBAIJAN’S WTO ACCESSION PROCESS AND POTENTIAL IMPACT ON VULNERABLE SEGMENTS OF THE ECONOMY 
68 
 
  0122 Import-Sub Livestock products 0.2994 0.3000 0.0032 0.0032 
        
Dashkasan 1511 Import-Sub Manufacture of food products  0.5083 0.5094 0.4305 0.4314 
 1600 Import-Sub Manufacture of tobacco products 0.3750 0.3759 0.0029 0.0029 
 1729 Import-Sub Textile industry 0.1238 0.1240 0.0219 0.0219 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0185 0.0186 0.0022 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2212 0.2215 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0251 0.0252 0.0021 0.0021 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0485 0.0486 0.0183 0.0184 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0328 0.0329 0.0104 0.0104 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0055 0.0056 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0090 0.0091 0.0156 0.0157 
 2899 Import-Sub Manufacture of fabricated metal products 0.1328 0.1331 0.0549 0.0550 
 3430 Import-Sub Manufacture of machinery and equipment 0.0090 0.0090 0.0077 0.0077 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1327 0.1330 0.0143 0.0144 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1582 0.1585 0.0341 0.0341 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0039 0.0039 0.0030 0.0030 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0393 0.0394 0.0246 0.0247 
  0122 Import-Sub Livestock products 0.2743 0.2750 0.0029 0.0029 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Davachi 1511 Import-Sub Manufacture of food products  0.2099 0.2103 0.1777 0.1781 
 1600 Import-Sub Manufacture of tobacco products 0.1548 0.1551 0.0012 0.0012 
 1729 Import-Sub Textile industry 0.0511 0.0512 0.0090 0.0091 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0077 0.0077 0.0009 0.0009 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.0913 0.0918 0.0003 0.0003 
 0111 Import-Sub Agricultural crops 0.0104 0.0104 0.0009 0.0009 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0200 0.0201 0.0076 0.0076 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0135 0.0136 0.0043 0.0043 
 2411 Import-Sub Chemical industry 0.0001 0.0001 0.0023 0.0024 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0037 0.0037 0.0065 0.0065 
 2899 Import-Sub Manufacture of fabricated metal products 0.0548 0.0551 0.0227 0.0228 
 3430 Import-Sub Manufacture of machinery and equipment 0.0037 0.0037 0.0032 0.0032 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0548 0.0550 0.0059 0.0059 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.0653 0.0660 0.0141 0.0142 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0016 0.0016 0.0013 0.0013 
 3410 Import-Sub Manufacture of motor vehicles, trailersand semi- 0.0004 0.0005 0.0002 0.0002 
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trailers 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0162 0.0163 0.0102 0.0102 
  0122 Import-Sub Livestock products 0.1132 0.1141 0.0012 0.0012 
        
Fuzuli 1511 Import-Sub Manufacture of food products  0.4710 0.4738 0.3989 0.4013 
 1600 Import-Sub Manufacture of tobacco products 0.3475 0.3500 0.0027 0.0027 
 1729 Import-Sub Textile industry 0.1147 0.1155 0.0203 0.0204 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0172 0.0173 0.0021 0.0021 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2050 0.2056 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0233 0.0234 0.0020 0.0020 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0449 0.0485 0.0170 0.0183 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0304 0.0306 0.0096 0.0097 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0051 0.0051 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0084 0.0084 0.0145 0.0146 
 2899 Import-Sub Manufacture of fabricated metal products 0.1230 0.1240 0.0508 0.0512 
 3430 Import-Sub Manufacture of machinery and equipment 0.0084 0.0084 0.0071 0.0072 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1229 0.1238 0.0133 0.0134 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1465 0.1480 0.0316 0.0319 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0036 0.0036 0.0028 0.0028 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0364 0.0370 0.0228 0.0232 
  0122 Import-Sub Livestock products 0.2541 0.2555 0.0027 0.0027 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Gadabay 1511 Import-Sub Manufacture of food products  5.3117 5.4179 4.4987 4.5886 
 1600 Import-Sub Manufacture of tobacco products 3.9186 3.9404 0.0307 0.0309 
 1729 Import-Sub Textile industry 1.2931 1.3010 0.2287 0.2301 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.1937 0.1951 0.0234 0.0236 
 2010 Import-Sub 
Wood working and wood products and cork 
products 2.3119 2.3279 0.0075 0.0076 
 0111 Import-Sub Agricultural crops 0.2625 0.2640 0.0222 0.0223 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.5068 0.5082 0.1917 0.1922 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.3426 0.3449 0.1083 0.1090 
 2411 Import-Sub Chemical industry 0.0020 0.0020 0.0577 0.0581 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0944 0.0950 0.1633 0.1643 
 2899 Import-Sub Manufacture of fabricated metal products 1.3873 1.4141 0.5734 0.5845 
 3430 Import-Sub Manufacture of machinery and equipment 0.0942 0.0959 0.0804 0.0819 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 1.3861 1.3961 0.1498 0.1509 
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 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 1.6526 1.6638 0.3559 0.3583 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0407 0.0410 0.0318 0.0320 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0107 0.0108 0.0055 0.0056 
 3610 Import-Sub Manufacture of furniture manufacturing  0.4104 0.4137 0.2575 0.2595 
  0122 Import-Sub Livestock products 2.8658 2.9239 0.0303 0.0309 
        
Ganja 1511 Import-Sub Manufacture of food products  0.5643 0.5687 0.4779 0.4817 
 1600 Import-Sub Manufacture of tobacco products 0.4163 0.4195 0.0033 0.0033 
 1729 Import-Sub Textile industry 0.1374 0.1382 0.0243 0.0244 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0206 0.0207 0.0025 0.0025 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2456 0.2472 0.0008 0.0008 
 0111 Import-Sub Agricultural crops 0.0279 0.0281 0.0024 0.0024 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0538 0.0546 0.0204 0.0206 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0364 0.0368 0.0115 0.0116 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0061 0.0062 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0100 0.0101 0.0174 0.0174 
 2899 Import-Sub Manufacture of fabricated metal products 0.1474 0.1550 0.0609 0.0641 
 3430 Import-Sub Manufacture of machinery and equipment 0.0100 0.0100 0.0085 0.0086 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1473 0.1486 0.0159 0.0161 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1756 0.1768 0.0378 0.0381 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0043 0.0044 0.0034 0.0034 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0012 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0436 0.0440 0.0273 0.0276 
  0122 Import-Sub Livestock products 0.3044 0.3656 0.0032 0.0039 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Goranboy 1511 Import-Sub Manufacture of food products  0.4150 0.4193 0.3515 0.3551 
 1600 Import-Sub Manufacture of tobacco products 0.3062 0.3097 0.0024 0.0024 
 1729 Import-Sub Textile industry 0.1010 0.1020 0.0179 0.0180 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0151 0.0153 0.0018 0.0018 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1807 0.1827 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0205 0.0207 0.0017 0.0018 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0396 0.0398 0.0150 0.0150 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0268 0.0270 0.0085 0.0085 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0045 0.0051 
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 2519 Import-Sub Manufacture of rubber and plastics products 0.0074 0.0075 0.0128 0.0129 
 2899 Import-Sub Manufacture of fabricated metal products 0.1084 0.1093 0.0448 0.0452 
 3430 Import-Sub Manufacture of machinery and equipment 0.0074 0.0074 0.0063 0.0063 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1083 0.1096 0.0117 0.0118 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1291 0.1306 0.0278 0.0281 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0032 0.0032 0.0025 0.0025 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0009 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0321 0.0324 0.0201 0.0204 
  0122 Import-Sub Livestock products 0.2239 0.2262 0.0024 0.0024 
        
Haciqabul 1511 Import-Sub Manufacture of food products  0.4524 0.4646 0.3831 0.3935 
 1600 Import-Sub Manufacture of tobacco products 0.3337 0.3365 0.0026 0.0026 
 1729 Import-Sub Textile industry 0.1101 0.1135 0.0195 0.0201 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0165 0.0166 0.0020 0.0020 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1969 0.1987 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0224 0.0226 0.0019 0.0019 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0432 0.0436 0.0163 0.0165 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0292 0.0294 0.0092 0.0093 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0049 0.0049 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0080 0.0081 0.0139 0.0140 
 2899 Import-Sub Manufacture of fabricated metal products 0.1181 0.1193 0.0488 0.0493 
 3430 Import-Sub Manufacture of machinery and equipment 0.0080 0.0081 0.0068 0.0069 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1180 0.1215 0.0128 0.0131 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1407 0.1447 0.0303 0.0312 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0035 0.0035 0.0027 0.0027 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0350 0.0354 0.0219 0.0222 
  0122 Import-Sub Livestock products 0.2441 0.2461 0.0026 0.0026 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Imishli 1511 Import-Sub Manufacture of food products  0.5783 0.5853 0.4898 0.4957 
 1600 Import-Sub Manufacture of tobacco products 0.4266 0.4398 0.0033 0.0035 
 1729 Import-Sub Textile industry 0.1408 0.1425 0.0249 0.0252 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0211 0.0213 0.0025 0.0026 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2517 0.2541 0.0008 0.0008 
 0111 Import-Sub Agricultural crops 0.0286 0.0288 0.0024 0.0024 
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 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0552 0.0557 0.0209 0.0211 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0373 0.0377 0.0118 0.0119 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0063 0.0064 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0103 0.0105 0.0178 0.0181 
 2899 Import-Sub Manufacture of fabricated metal products 0.1510 0.1542 0.0624 0.0638 
 3430 Import-Sub Manufacture of machinery and equipment 0.0103 0.0103 0.0088 0.0088 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1509 0.1587 0.0163 0.0172 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1799 0.1803 0.0387 0.0388 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0044 0.0045 0.0035 0.0035 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0012 0.0012 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0447 0.0450     0.0280 0.0282 
  0122 Import-Sub Livestock products 0.3120 0.3140 0.0033 0.0033 
        
Ismayilli 1511 Import-Sub Manufacture of food products  0.5270 0.5285 0.4463 0.4476 
 1600 Import-Sub Manufacture of tobacco products 0.3888 0.4196 0.0031 0.0033 
 1729 Import-Sub Textile industry 0.1283 0.1781 0.0227 0.0315 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0192 0.0247 0.0023 0.0030 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2294 0.2867 0.0007 0.0009 
 0111 Import-Sub Agricultural crops 0.0260 0.0506 0.0022 0.0043 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0503 0.0707 0.0190 0.0267 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0340 -0.0082 0.0107 -0.0026 
 2411 Import-Sub Chemical industry 0.0002 0.0003 0.0057 0.0083 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0094 0.0143 0.0162 0.0247 
 2899 Import-Sub Manufacture of fabricated metal products 0.1376 0.1903 0.0569 0.0786 
 3430 Import-Sub Manufacture of machinery and equipment 0.0093 0.0139 0.0080 0.0119 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1375 0.2116 0.0149 0.0229 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1640 0.2414 0.0353 0.0520 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0040 0.0047 0.0032 0.0036 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0015 0.0005 0.0008 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0407 -0.0173 0.0255 0.0109 
  0122 Import-Sub Livestock products 0.2843 0.4415 0.0030 0.0047 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Jalilabad 1511 Import-Sub Manufacture of food products  0.5037 0.6824 0.4266 0.5779 
 1600 Import-Sub Manufacture of tobacco products 0.3716 0.5200 0.0029 0.0041 
 1729 Import-Sub Textile industry 0.1226 0.1931 0.0217 0.0341 
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 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0184 0.0275 0.0022 0.0033 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2192 0.3213 0.0007 0.0010 
 0111 Import-Sub Agricultural crops 0.0249 0.0455 0.0021 0.0038 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0481 0.0743 0.0182 0.0281 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0325 0.0468 0.0103 0.0148 
 2411 Import-Sub Chemical industry 0.0002 0.0010 0.0055 0.0283 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0090 0.0120 0.0155 0.0208 
 2899 Import-Sub Manufacture of fabricated metal products 0.1315 1.4052 0.0544 0.5808 
 3430 Import-Sub Manufacture of machinery and equipment 0.0089 0.0120 0.0076 0.0103 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1314 0.1824 0.0142 0.0197 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1567 0.2337 0.0337 0.0503 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0039 0.0057 0.0030 0.0044 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0014 0.0005 0.0007 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0389 0.0449 0.0244 0.0281 
  0122 Import-Sub Livestock products 0.2717 0.3916 0.0029 0.0041 
        
Kurdamir 1511 Import-Sub Manufacture of food products  0.7182 1.0092 0.6082 0.8548 
 1600 Import-Sub Manufacture of tobacco products 0.5298 0.7178 0.0042 0.0056 
 1729 Import-Sub Textile industry 0.1748 1.4210 0.0309 0.2513 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0262 0.1566 0.0032 0.0189 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.3126 0.4663 0.0010 0.0015 
 0111 Import-Sub Agricultural crops 0.0355 0.0516 0.0030 0.0044 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0685 0.1045 0.0259 0.0395 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0463 0.0620 0.0146 0.0196 
 2411 Import-Sub Chemical industry 0.0003 0.0004 0.0078 0.0123 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0128 0.1560 0.0221 0.2698 
 2899 Import-Sub Manufacture of fabricated metal products 0.1876 0.2940 0.0775 0.1215 
 3430 Import-Sub Manufacture of machinery and equipment 0.0127 0.0196 0.0109 0.0167 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1874 0.2634 0.0203 0.0285 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.2234 0.2867 0.0481 0.0617 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0055 0.0079 0.0043 0.0061 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0015 0.0020 0.0007 0.0011 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0555 0.1499 0.0348 0.0940 
  0122 Import-Sub Livestock products 0.3875 0.8188 0.0041 0.0087 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
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Lankaran 1511 Import-Sub Manufacture of food products  0.5596 1.5484 0.4740 1.3114 
 1600 Import-Sub Manufacture of tobacco products 0.4128 0.5527 0.0032 0.0043 
 1729 Import-Sub Textile industry 0.1362 0.1754 0.0241 0.0310 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0204 0.0206 0.0025 0.0025 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2436 0.2541 0.0008 0.0008 
 0111 Import-Sub Agricultural crops 0.0277 0.0286 0.0023 0.0024 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0534 0.0550 0.0202 0.0208 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0361 0.0389 0.0114 0.0123 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0061 0.0064 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0099 0.0410 0.0172 0.0710 
 2899 Import-Sub Manufacture of fabricated metal products 0.1462 0.1532 0.0604 0.0633 
 3430 Import-Sub Manufacture of machinery and equipment 0.0099 0.0105 0.0085 0.0089 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1460 0.1523 0.0158 0.0165 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1741 0.1830 0.0375 0.0394 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0043 0.0045 0.0033 0.0035 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0012 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0432 0.0441 0.0271 0.0277 
  0122 Import-Sub Livestock products 0.3019 0.3158 0.0032 0.0033 
        
Lerik 1511 Import-Sub Manufacture of food products  0.4850 0.9617 0.4108 0.8145 
 1600 Import-Sub Manufacture of tobacco products 0.3578 0.3777 0.0028 0.0030 
 1729 Import-Sub Textile industry 0.1181 0.1228 0.0209 0.0217 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0177 0.0185 0.0021 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2111 0.2231 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0240 0.0252 0.0020 0.0021 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0463 0.0486 0.0175 0.0184 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0313 0.0335 0.0099 0.0106 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0053 0.0056 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0086 0.0090 0.0149 0.0156 
 2899 Import-Sub Manufacture of fabricated metal products 0.1267 0.1438 0.0524 0.0594 
 3430 Import-Sub Manufacture of machinery and equipment 0.0086 0.0089 0.0073 0.0076 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1266 0.1462 0.0137 0.0158 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1509 0.1568 0.0325 0.0338 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0037 0.0039 0.0029 0.0030 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0375 0.0393 0.0235 0.0247 
  0122 Import-Sub Livestock products 0.2617 0.2726 0.0028 0.0029 
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Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Masalli 1511 Import-Sub Manufacture of food products  1.2778 1.3033 1.0822 1.1038 
 1600 Import-Sub Manufacture of tobacco products 0.9427 0.9874 0.0074 0.0077 
 1729 Import-Sub Textile industry 0.3111 0.3249 0.0550 0.0575 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0466 0.0485 0.0056 0.0059 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.5562 0.6390 0.0018 0.0021 
 0111 Import-Sub Agricultural crops 0.0631 0.0720 0.0053 0.0061 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1219 0.1282 0.0461 0.0485 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0824 0.0864 0.0260 0.0273 
 2411 Import-Sub Chemical industry 0.0005 0.0005 0.0139 0.0146 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0227 0.0236 0.0393 0.0408 
 2899 Import-Sub Manufacture of fabricated metal products 0.3337 0.3529 0.1379 0.1459 
 3430 Import-Sub Manufacture of machinery and equipment 0.0227 0.0262 0.0193 0.0224 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.3335 0.3523 0.0360 0.0381 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.3976 0.4193 0.0856 0.0903 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0098 0.0102 0.0076 0.0080 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0026 0.0027 0.0013 0.0014 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0987 0.1033 0.0619 0.0648 
  0122 Import-Sub Livestock products 0.6894 0.7201 0.0073 0.0076 
     0.0000  0.0000 
Mingachevir 1511 Import-Sub Manufacture of food products  0.4057 0.4474 0.3436 0.3789 
 1600 Import-Sub Manufacture of tobacco products 0.2993 0.3246 0.0023 0.0025 
 1729 Import-Sub Textile industry 0.0988 0.1091 0.0175 0.0193 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0148 0.0154 0.0018 0.0019 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1766 0.1784 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0201 0.0201 0.0017 0.0017 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0387 0.0388 0.0146 0.0147 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0262 0.0262 0.0083 0.0083 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0044 0.0044 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0072 0.0072 0.0125 0.0125 
 2899 Import-Sub Manufacture of fabricated metal products 0.1060 0.1062 0.0438 0.0439 
 3430 Import-Sub Manufacture of machinery and equipment 0.0072 0.0075 0.0061 0.0064 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1059 0.1061 0.0114 0.0115 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1262 0.1265 0.0272 0.0272 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0031 0.0031 0.0024 0.0024 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0008 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0313 0.0314 0.0197 0.0197 
  0122 Import-Sub Livestock products 0.2189 0.2194 0.0023 0.0023 
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Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Naftalan 1511 Import-Sub Manufacture of food products  1.4363 1.4376 1.2165 1.2176 
 1600 Import-Sub Manufacture of tobacco products 1.0596 1.0618 0.0083 0.0083 
 1729 Import-Sub Textile industry 0.3497 0.3578 0.0618 0.0633 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0524 0.0525 0.0063 0.0063 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.6252 0.6263 0.0020 0.0020 
 0111 Import-Sub Agricultural crops 0.0710 0.0711 0.0060 0.0060 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1370 0.1374 0.0518 0.0520 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0927 0.0929 0.0293 0.0293 
 2411 Import-Sub Chemical industry 0.0005 0.0005 0.0156 0.0156 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0255 0.0256 0.0442 0.0443 
 2899 Import-Sub Manufacture of fabricated metal products 0.3751 0.3760 0.1551 0.1554 
 3430 Import-Sub Manufacture of machinery and equipment 0.0255 0.0255 0.0217 0.0218 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.3748 0.3769 0.0405 0.0407 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.4469 0.4477 0.0962 0.0964 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0110 0.0111 0.0086 0.0086 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0029 0.0029 0.0015 0.0015 
 3610 Import-Sub Manufacture of furniture manufacturing  0.1110 0.1112 0.0696 0.0698 
  0122 Import-Sub Livestock products 0.7750 0.7767 0.0082 0.0082 
        
Nakhchivan 1511 Import-Sub Manufacture of food products  0.4057 0.4066 0.3436 0.3444 
 1600 Import-Sub Manufacture of tobacco products 0.2993 0.2999 0.0023 0.0024 
 1729 Import-Sub Textile industry 0.0988 0.0989 0.0175 0.0175 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0148 0.0148 0.0018 0.0018 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1766 0.1769 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0201 0.0201 0.0017 0.0017 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0387 0.0389 0.0146 0.0147 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0262 0.0263 0.0083 0.0083 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0044 0.0044 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0072 0.0072 0.0125 0.0125 
 2899 Import-Sub Manufacture of fabricated metal products 0.1060 0.1062 0.0438 0.0439 
 3430 Import-Sub Manufacture of machinery and equipment 0.0072 0.0072 0.0061 0.0062 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1059 0.1061 0.0114 0.0115 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1262 0.1270 0.0272 0.0274 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0031 0.0031 0.0024 0.0024 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0008 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0313 0.0314 0.0197 0.0197 
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  0122 Import-Sub Livestock products 0.2189 0.2192 0.0023 0.0023 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Neftchala 1511 Import-Sub Manufacture of food products  0.4430 0.4439 0.3752 0.3760 
 1600 Import-Sub Manufacture of tobacco products 0.3268 0.3275 0.0026 0.0026 
 1729 Import-Sub Textile industry 0.1079 0.1083 0.0191 0.0192 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0162 0.0162 0.0020 0.0020 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1928 0.1937 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0219 0.0219 0.0018 0.0019 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0423 0.0428 0.0160 0.0162 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0286 0.0286 0.0090 0.0090 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0048 0.0048 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0079 0.0079 0.0136 0.0136 
 2899 Import-Sub Manufacture of fabricated metal products 0.1157 0.1159 0.0478 0.0479 
 3430 Import-Sub Manufacture of machinery and equipment 0.0079 0.0079 0.0067 0.0067 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1156 0.1159 0.0125 0.0125 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1378 0.1434 0.0297 0.0309 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0034 0.0034 0.0027 0.0027 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0342 0.0343 0.0215 0.0215 
  0122 Import-Sub Livestock products 0.2390 0.2396 0.0025 0.0025 
        
Oguz 1511 Import-Sub Manufacture of food products  0.5223 0.5237 0.4424 0.4435 
 1600 Import-Sub Manufacture of tobacco products 0.3853 0.3863 0.0030 0.0030 
 1729 Import-Sub Textile industry 0.1272 0.1273 0.0225 0.0225 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0190 0.0191 0.0023 0.0023 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2273 0.2332 0.0007 0.0008 
 0111 Import-Sub Agricultural crops 0.0258 0.0259 0.0022 0.0022 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0498 0.0499 0.0188 0.0189 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0337 0.0338 0.0106 0.0107 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0057 0.0057 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0093 0.0093 0.0161 0.0161 
 2899 Import-Sub Manufacture of fabricated metal products 0.1364 0.1367 0.0564 0.0565 
 3430 Import-Sub Manufacture of machinery and equipment 0.0093 0.0093 0.0079 0.0079 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1363 0.1367 0.0147 0.0148 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1625 0.1629 0.0350 0.0351 
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 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0040 0.0040 0.0031 0.0031 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0011 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0404 0.0406 0.0253 0.0255 
  0122 Import-Sub Livestock products 0.2818 0.2823 0.0030 0.0030 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Qabala 1511 Import-Sub Manufacture of food products  0.5037 0.5047 0.4266 0.4275 
 1600 Import-Sub Manufacture of tobacco products 0.3716 0.3725 0.0029 0.0029 
 1729 Import-Sub Textile industry 0.1226 0.1229 0.0217 0.0217 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0184 0.0184 0.0022 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2192 0.2194 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0249 0.0249 0.0021 0.0021 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0481 0.0482 0.0182 0.0182 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0325 0.0326 0.0103 0.0103 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0055 0.0055 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0090 0.0090 0.0155 0.0156 
 2899 Import-Sub Manufacture of fabricated metal products 0.1315 0.1319 0.0544 0.0545 
 3430 Import-Sub Manufacture of machinery and equipment 0.0089 0.0090 0.0076 0.0076 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1314 0.1318 0.0142 0.0142 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1567 0.1570 0.0337 0.0338 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0039 0.0039 0.0030 0.0030 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0389 0.0390 0.0244 0.0245 
  0122 Import-Sub Livestock products 0.2717 0.2725 0.0029 0.0029 
        
Qakh 1511 Import-Sub Manufacture of food products  0.4290 0.4300 0.3634 0.3642 
 1600 Import-Sub Manufacture of tobacco products 0.3165 0.3170 0.0025 0.0025 
 1729 Import-Sub Textile industry 0.1044 0.1047 0.0185 0.0185 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0156 0.0157 0.0019 0.0019 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1867 0.1876 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0212 0.0213 0.0018 0.0018 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0409 0.0411 0.0155 0.0156 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0277 0.0277 0.0087 0.0088 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0047 0.0048 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0076 0.0076 0.0132 0.0132 
 2899 Import-Sub Manufacture of fabricated metal products 0.1121 0.1127 0.0463 0.0466 
 3430 Import-Sub Manufacture of machinery and equipment 0.0076 0.0076 0.0065 0.0065 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1120 0.1124 0.0121 0.0122 
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 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1335 0.1349 0.0287 0.0291 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0033 0.0033 0.0026 0.0026 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0010 0.0004 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0332 0.0334 0.0208 0.0209 
  0122 Import-Sub Livestock products 0.2315 0.2332 0.0024 0.0025 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Qazakh 1511 Import-Sub Manufacture of food products  0.2099 0.2111 0.1777 0.1788 
 1600 Import-Sub Manufacture of tobacco products 0.1548 0.1559 0.0012 0.0012 
 1729 Import-Sub Textile industry 0.0511 0.0515 0.0090 0.0091 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0077 0.0077 0.0009 0.0009 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.0913 0.0916 0.0003 0.0003 
 0111 Import-Sub Agricultural crops 0.0104 0.0104 0.0009 0.0009 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0200 0.0216 0.0076 0.0082 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0135 0.0136 0.0043 0.0043 
 2411 Import-Sub Chemical industry 0.0001 0.0001 0.0023 0.0023 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0037 0.0038 0.0065 0.0065 
 2899 Import-Sub Manufacture of fabricated metal products 0.0548 0.0552 0.0227 0.0228 
 3430 Import-Sub Manufacture of machinery and equipment 0.0037 0.0037 0.0032 0.0032 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0548 0.0551 0.0059 0.0060 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.0653 0.0659 0.0141 0.0142 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0016 0.0016 0.0013 0.0013 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0004 0.0004 0.0002 0.0002 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0162 0.0165 0.0102 0.0104 
  0122 Import-Sub Livestock products 0.1132 0.1139 0.0012 0.0012 
        
Qobustan 1511 Import-Sub Manufacture of food products  0.4850 0.4947 0.4108 0.4190 
 1600 Import-Sub Manufacture of tobacco products 0.3578 0.3598 0.0028 0.0028 
 1729 Import-Sub Textile industry 0.1181 0.1188 0.0209 0.0210 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0177 0.0178 0.0021 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2111 0.2126 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0240 0.0241 0.0020 0.0020 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0463 0.0464 0.0175 0.0176 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0313 0.0315 0.0099 0.0100 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0053 0.0053 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0086 0.0087 0.0149 0.0150 
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 2899 Import-Sub Manufacture of fabricated metal products 0.1267 0.1291 0.0524 0.0534 
 3430 Import-Sub Manufacture of machinery and equipment 0.0086 0.0088 0.0073 0.0075 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1266 0.1275 0.0137 0.0138 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1509 0.1519 0.0325 0.0327 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0037 0.0037 0.0029 0.0029 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0375 0.0378 0.0235 0.0237 
  0122 Import-Sub Livestock products 0.2617 0.2670 0.0028 0.0028 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Qazakh 1511 Import-Sub Manufacture of food products  0.2099 0.2111 0.1777 0.1788 
 1600 Import-Sub Manufacture of tobacco products 0.1548 0.1559 0.0012 0.0012 
 1729 Import-Sub Textile industry 0.0511 0.0515 0.0090 0.0091 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0077 0.0077 0.0009 0.0009 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.0913 0.0916 0.0003 0.0003 
 0111 Import-Sub Agricultural crops 0.0104 0.0104 0.0009 0.0009 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0200 0.0216 0.0076 0.0082 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0135 0.0136 0.0043 0.0043 
 2411 Import-Sub Chemical industry 0.0001 0.0001 0.0023 0.0023 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0037 0.0038 0.0065 0.0065 
 2899 Import-Sub Manufacture of fabricated metal products 0.0548 0.0552 0.0227 0.0228 
 3430 Import-Sub Manufacture of machinery and equipment 0.0037 0.0037 0.0032 0.0032 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0548 0.0551 0.0059 0.0060 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.0653 0.0659 0.0141 0.0142 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0016 0.0016 0.0013 0.0013 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0004 0.0004 0.0002 0.0002 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0162 0.0165 0.0102 0.0104 
  0122 Import-Sub Livestock products 0.1132 0.1139 0.0012 0.0012 
        
Qobustan 1511 Import-Sub Manufacture of food products  0.4850 0.4947 0.4108 0.4190 
 1600 Import-Sub Manufacture of tobacco products 0.3578 0.3598 0.0028 0.0028 
 1729 Import-Sub Textile industry 0.1181 0.1188 0.0209 0.0210 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0177 0.0178 0.0021 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2111 0.2126 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0240 0.0241 0.0020 0.0020 
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 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0463 0.0464 0.0175 0.0176 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0313 0.0315 0.0099 0.0100 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0053 0.0053 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0086 0.0087 0.0149 0.0150 
 2899 Import-Sub Manufacture of fabricated metal products 0.1267 0.1291 0.0524 0.0534 
 3430 Import-Sub Manufacture of machinery and equipment 0.0086 0.0088 0.0073 0.0075 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1266 0.1275 0.0137 0.0138 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1509 0.1519 0.0325 0.0327 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0037 0.0037 0.0029 0.0029 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0375 0.0378 0.0235 0.0237 
  0122 Import-Sub Livestock products 0.2617 0.2670 0.0028 0.0028 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Quba 1511 Import-Sub Manufacture of food products  0.4570 0.4606 0.3871 0.3901 
 1600 Import-Sub Manufacture of tobacco products 0.3372 0.3397 0.0026 0.0027 
 1729 Import-Sub Textile industry 0.1113 0.1120 0.0197 0.0198 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0167 0.0167 0.0020 0.0020 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1989 0.2002 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0226 0.0227 0.0019 0.0019 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0436 0.0442 0.0165 0.0167 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0295 0.0298 0.0093 0.0094 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0050 0.0050 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0081 0.0082 0.0141 0.0141 
 2899 Import-Sub Manufacture of fabricated metal products 0.1194 0.1256 0.0493 0.0519 
 3430 Import-Sub Manufacture of machinery and equipment 0.0081 0.0081 0.0069 0.0069 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1193 0.1204 0.0129 0.0130 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1422 0.1432 0.0306 0.0308 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0035 0.0035 0.0027 0.0028 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0353 0.0356 0.0222 0.0224 
  0122 Import-Sub Livestock products 0.2466 0.2961 0.0026 0.0031 
        
Qusar 1511 Import-Sub Manufacture of food products  0.4150 0.4193 0.3515 0.3551 
 1600 Import-Sub Manufacture of tobacco products 0.3062 0.3097 0.0024 0.0024 
 1729 Import-Sub Textile industry 0.1010 0.1020 0.0179 0.0180 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0151 0.0153 0.0018 0.0018 
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 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1807 0.1827 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0205 0.0207 0.0017 0.0018 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0396 0.0398 0.0150 0.0150 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0268 0.0270 0.0085 0.0085 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0045 0.0051 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0074 0.0075 0.0128 0.0129 
 2899 Import-Sub Manufacture of fabricated metal products 0.1084 0.1093 0.0448 0.0452 
 3430 Import-Sub Manufacture of machinery and equipment 0.0074 0.0074 0.0063 0.0063 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1083 0.1096 0.0117 0.0118 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1291 0.1306 0.0278 0.0281 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0032 0.0032 0.0025 0.0025 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0009 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0321 0.0324 0.0201 0.0204 
  0122 Import-Sub Livestock products 0.2239 0.2262 0.0024 0.0024 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Saatli 1511 Import-Sub Manufacture of food products  1.3897 1.4273 1.1770 1.2088 
 1600 Import-Sub Manufacture of tobacco products 1.0252 1.0339 0.0080 0.0081 
 1729 Import-Sub Textile industry 0.3383 0.3486 0.0598 0.0617 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0507 0.0511 0.0061 0.0062 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.6049 0.6104 0.0020 0.0020 
 0111 Import-Sub Agricultural crops 0.0687 0.0694 0.0058 0.0059 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1326 0.1340 0.0502 0.0507 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0896 0.0904 0.0283 0.0286 
 2411 Import-Sub Chemical industry 0.0005 0.0005 0.0151 0.0152 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0247 0.0250 0.0427 0.0432 
 2899 Import-Sub Manufacture of fabricated metal products 0.3630 0.3664 0.1500 0.1514 
 3430 Import-Sub Manufacture of machinery and equipment 0.0246 0.0249 0.0210 0.0212 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.3627 0.3734 0.0392 0.0404 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.4324 0.4445 0.0931 0.0957 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0107 0.0108 0.0083 0.0084 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0028 0.0028 0.0014 0.0015 
 3610 Import-Sub Manufacture of furniture manufacturing  0.1074 0.1086 0.0674 0.0681 
  0122 Import-Sub Livestock products 0.7498 0.7560 0.0079 0.0080 
        
Shaki 1511 Import-Sub Manufacture of food products  1.3198 1.3358 1.1178 1.1313 
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 1600 Import-Sub Manufacture of tobacco products 0.9736 1.0037 0.0076 0.0079 
 1729 Import-Sub Textile industry 0.3213 0.3251 0.0568 0.0575 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0481 0.0487 0.0058 0.0059 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.5744 0.5799 0.0019 0.0019 
 0111 Import-Sub Agricultural crops 0.0652 0.0657 0.0055 0.0056 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1259 0.1272 0.0476 0.0481 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0851 0.0859 0.0269 0.0272 
 2411 Import-Sub Chemical industry 0.0005 0.0005 0.0143 0.0146 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0235 0.0239 0.0406 0.0413 
 2899 Import-Sub Manufacture of fabricated metal products 0.3447 0.3520 0.1425 0.1455 
 3430 Import-Sub Manufacture of machinery and equipment 0.0234 0.0236 0.0200 0.0202 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.3444 0.3623 0.0372 0.0392 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.4106 0.4116 0.0884 0.0886 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0101 0.0102 0.0079 0.0080 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0027 0.0027 0.0014 0.0014 
 3610 Import-Sub Manufacture of furniture manufacturing  0.1020 0.1026 0.0640 0.0644 
  0122 Import-Sub Livestock products 0.7121 0.7167 0.0075 0.0076 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Shaki 
city 1511 Import-Sub Manufacture of food products  0.5223 0.5364 0.4424 0.4543 
 1600 Import-Sub Manufacture of tobacco products 0.3853 0.3886 0.0030 0.0030 
 1729 Import-Sub Textile industry 0.1272 0.1310 0.0225 0.0232 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0190 0.0192 0.0023 0.0023 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2273 0.2294 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0258 0.0261 0.0022 0.0022 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0498 0.0504 0.0188 0.0190 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0337 0.0340 0.0106 0.0107 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0057 0.0057 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0093 0.0094 0.0161 0.0162 
 2899 Import-Sub Manufacture of fabricated metal products 0.1364 0.1377 0.0564 0.0569 
 3430 Import-Sub Manufacture of machinery and equipment 0.0093 0.0093 0.0079 0.0080 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1363 0.1403 0.0147 0.0152 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1625 0.1670 0.0350 0.0360 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0040 0.0040 0.0031 0.0032 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0011 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0404 0.0408 0.0253 0.0256 
  0122 Import-Sub Livestock products 0.2818 0.2842 0.0030 0.0030 
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Salyan 1511 Import-Sub Manufacture of food products  0.4943 0.5003 0.4187 0.4238 
 1600 Import-Sub Manufacture of tobacco products 0.3647 0.3760 0.0029 0.0030 
 1729 Import-Sub Textile industry 0.1203 0.1218 0.0213 0.0215 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0180 0.0182 0.0022 0.0022 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2152 0.2172 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0244 0.0246 0.0021 0.0021 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0472 0.0476 0.0178 0.0180 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0319 0.0322 0.0101 0.0102 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0054 0.0055 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0088 0.0089 0.0152 0.0155 
 2899 Import-Sub Manufacture of fabricated metal products 0.1291 0.1319 0.0534 0.0545 
 3430 Import-Sub Manufacture of machinery and equipment 0.0088 0.0088 0.0075 0.0075 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1290 0.1357 0.0139 0.0147 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1538 0.1542 0.0331 0.0332 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0038 0.0038 0.0030 0.0030 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0382 0.0384 0.0240 0.0241 
  0122 Import-Sub Livestock products 0.2667 0.2685 0.0028 0.0028 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Samakhi 1511 Import-Sub Manufacture of food products  0.5456 0.5472 0.4621 0.4634 
 1600 Import-Sub Manufacture of tobacco products 0.4025 0.4345 0.0032 0.0034 
 1729 Import-Sub Textile industry 0.1328 0.1844 0.0235 0.0326 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0199 0.0255 0.0024 0.0031 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2375 0.2969 0.0008 0.0010 
 0111 Import-Sub Agricultural crops 0.0270 0.0524 0.0023 0.0044 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0521 0.0732 0.0197 0.0277 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0352 -0.0085 0.0111 -0.0027 
 2411 Import-Sub Chemical industry 0.0002 0.0003 0.0059 0.0086 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0097 0.0148 0.0168 0.0256 
 2899 Import-Sub Manufacture of fabricated metal products 0.1425 0.1970 0.0589 0.0814 
 3430 Import-Sub Manufacture of machinery and equipment 0.0097 0.0144 0.0083 0.0123 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1424 0.2191 0.0154 0.0237 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1698 0.2499 0.0366 0.0538 
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 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0042 0.0048 0.0033 0.0038 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0016 0.0006 0.0008 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0422 0.0179 0.0264 0.0112 
  0122 Import-Sub Livestock products 0.2944 0.4572 0.0031 0.0048 
        
Shamkir 1511 Import-Sub Manufacture of food products  0.4011 0.5434 0.3397 0.4602 
 1600 Import-Sub Manufacture of tobacco products 0.2959 0.4141 0.0023 0.0032 
 1729 Import-Sub Textile industry 0.0976 0.1537 0.0173 0.0272 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0146 0.0219 0.0018 0.0026 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1746 0.2559 0.0006 0.0008 
 0111 Import-Sub Agricultural crops 0.0198 0.0362 0.0017 0.0031 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0383 0.0592 0.0145 0.0224 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0259 0.0373 0.0082 0.0118 
 2411 Import-Sub Chemical industry 0.0001 0.0008 0.0044 0.0225 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0071 0.0096 0.0123 0.0166 
 2899 Import-Sub Manufacture of fabricated metal products 0.1047 1.1190 0.0433 0.4625 
 3430 Import-Sub Manufacture of machinery and equipment 0.0071 0.0096 0.0061 0.0082 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1047 0.1453 0.0113 0.0157 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1248 0.1861 0.0269 0.0401 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0031 0.0045 0.0024 0.0035 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0011 0.0004 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0310 0.0357 0.0194 0.0224 
  0122 Import-Sub Livestock products 0.2164 0.3118 0.0023 0.0033 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Samukh 1511 Import-Sub Manufacture of food products  0.5829 0.8192 0.4937 0.6938 
 1600 Import-Sub Manufacture of tobacco products 0.4301 0.5827 0.0034 0.0046 
 1729 Import-Sub Textile industry 0.1419 1.1534 0.0251 0.2040 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0213 0.1271 0.0026 0.0154 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2537 0.3785 0.0008 0.0012 
 0111 Import-Sub Agricultural crops 0.0288 0.0419 0.0024 0.0035 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0556 0.0848 0.0210 0.0321 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0376 0.0503 0.0119 0.0159 
 2411 Import-Sub Chemical industry 0.0002 0.0003 0.0063 0.0100 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0104 0.1266 0.0179 0.2190 
 2899 Import-Sub Manufacture of fabricated metal products 0.1522 0.2386 0.0629 0.0986 
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 3430 Import-Sub Manufacture of machinery and equipment 0.0103 0.0159 0.0088 0.0136 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1521 0.2138 0.0164 0.0231 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1814 0.2327 0.0391 0.0501 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0045 0.0064 0.0035 0.0050 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0012 0.0017 0.0006 0.0009 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0450 0.1217 0.0283 0.0763 
  0122 Import-Sub Livestock products 0.3145 0.6646 0.0033 0.0070 
        
Siyazan 1511 Import-Sub Manufacture of food products  1.4690 4.0646 1.2441 3.4425 
 1600 Import-Sub Manufacture of tobacco products 1.0837 1.4509 0.0085 0.0114 
 1729 Import-Sub Textile industry 0.3576 0.4604 0.0632 0.0814 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0536 0.0541 0.0065 0.0065 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.6394 0.6670 0.0021 0.0022 
 0111 Import-Sub Agricultural crops 0.0726 0.0750 0.0061 0.0063 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1402 0.1444 0.0530 0.0546 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0948 0.1021 0.0299 0.0323 
 2411 Import-Sub Chemical industry 0.0005 0.0006 0.0160 0.0167 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0261 0.1078 0.0452 0.1864 
 2899 Import-Sub Manufacture of fabricated metal products 0.3837 0.4020 0.1586 0.1662 
 3430 Import-Sub Manufacture of machinery and equipment 0.0260 0.0274 0.0222 0.0234 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.3834 0.3997 0.0414 0.0432 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.4570 0.4805 0.0984 0.1035 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0113 0.0119 0.0088 0.0093 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0030 0.0031 0.0015 0.0016 
 3610 Import-Sub Manufacture of furniture manufacturing  0.1135 0.1158 0.0712 0.0726 
  0122 Import-Sub Livestock products 0.7926 0.8290 0.0084 0.0088 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production  
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Sumqayit 1511 Import-Sub Manufacture of food products  0.5736 1.1374 0.4858 0.9633 
 1600 Import-Sub Manufacture of tobacco products 0.4232 0.4467 0.0033 0.0035 
 1729 Import-Sub Textile industry 0.1396 0.1453 0.0247 0.0257 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0209 0.0218 0.0025 0.0026 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2497 0.2639 0.0008 0.0009 
 0111 Import-Sub Agricultural crops 0.0283 0.0298 0.0024 0.0025 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0547 0.0574 0.0207 0.0217 
 2320 Export- Manufacture of coke and refined petroleum 0.0370 0.0397 0.0117 0.0125 
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oriented products 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0062 0.0066 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0102 0.0107 0.0176 0.0185 
 2899 Import-Sub Manufacture of fabricated metal products 0.1498 0.1701 0.0619 0.0703 
 3430 Import-Sub Manufacture of machinery and equipment 0.0102 0.0106 0.0087 0.0090 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1497 0.1729 0.0162 0.0187 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1785 0.1855 0.0384 0.0399 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0044 0.0046 0.0034 0.0036 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0012 0.0012 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0443 0.0465 0.0278 0.0292 
  0122 Import-Sub Livestock products 0.3095 0.3224 0.0033 0.0034 
        
Tovuz 1511 Import-Sub Manufacture of food products  0.5550 0.5660 0.4700 0.4794 
 1600 Import-Sub Manufacture of tobacco products 0.4094 0.4288 0.0032 0.0034 
 1729 Import-Sub Textile industry 0.1351 0.1411 0.0239 0.0250 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0202 0.0210 0.0024 0.0025 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2415 0.2775 0.0008 0.0009 
 0111 Import-Sub Agricultural crops 0.0274 0.0313 0.0023 0.0026 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0529 0.0557 0.0200 0.0211 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0358 0.0375 0.0113 0.0119 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0060 0.0064 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0099 0.0102 0.0171 0.0177 
 2899 Import-Sub Manufacture of fabricated metal products 0.1449 0.1533 0.0599 0.0634 
 3430 Import-Sub Manufacture of machinery and equipment 0.0098 0.0114 0.0084 0.0097 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1448 0.1530 0.0157 0.0165 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1727 0.1821 0.0372 0.0392 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0043 0.0044 0.0033 0.0035 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0011 0.0012 0.0006 0.0006 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0429 0.0449 0.0269 0.0281 
  0122 Import-Sub Livestock products 0.2994 0.3128 0.0032 0.0033 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production 
Regions ISIC Classification Products 
Short 
term 
price 
elasticity 
Long 
term 
price 
elasticity 
Short 
term 
income 
elasticity 
Long 
term 
income 
elasticity 
Ujar 1511 Import-Sub Manufacture of food products  0.4570 0.5040 0.3871 0.4268 
 1600 Import-Sub Manufacture of tobacco products 0.3372 0.3656 0.0026 0.0029 
 1729 Import-Sub Textile industry 0.1113 0.1229 0.0197 0.0217 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0167 0.0173 0.0020 0.0021 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1989 0.2010 0.0006 0.0007 
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 0111 Import-Sub Agricultural crops 0.0226 0.0226 0.0019 0.0019 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0436 0.0437 0.0165 0.0165 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0295 0.0295 0.0093 0.0093 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0050 0.0050 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0081 0.0082 0.0141 0.0141 
 2899 Import-Sub Manufacture of fabricated metal products 0.1194 0.1196 0.0493 0.0494 
 3430 Import-Sub Manufacture of machinery and equipment 0.0081 0.0084 0.0069 0.0072 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1193 0.1195 0.0129 0.0129 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1422 0.1425 0.0306 0.0307 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0035 0.0035 0.0027 0.0027 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0353 0.0354 0.0222 0.0222 
  0122 Import-Sub Livestock products 0.2466 0.2471 0.0026 0.0026 
        
Khachmaz 1511 Import-Sub Manufacture of food products  0.3498 0.3501 0.2962 0.2965 
 1600 Import-Sub Manufacture of tobacco products 0.2580 0.2586 0.0020 0.0020 
 1729 Import-Sub Textile industry 0.0851 0.0871 0.0151 0.0154 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0128 0.0128 0.0015 0.0015 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1522 0.1525 0.0005 0.0005 
 0111 Import-Sub Agricultural crops 0.0173 0.0173 0.0015 0.0015 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0334 0.0335 0.0126 0.0127 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0226 0.0226 0.0071 0.0071 
 2411 Import-Sub Chemical industry 0.0001 0.0001 0.0038 0.0038 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0062 0.0062 0.0108 0.0108 
 2899 Import-Sub Manufacture of fabricated metal products 0.0913 0.0916 0.0378 0.0378 
 3430 Import-Sub Manufacture of machinery and equipment 0.0062 0.0062 0.0053 0.0053 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.0913 0.0918 0.0099 0.0099 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1088 0.1090 0.0234 0.0235 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0027 0.0027 0.0021 0.0021 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0007 0.0007 0.0004 0.0004 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0270 0.0271 0.0170 0.0170 
  0122 Import-Sub Livestock products 0.1887 0.1891 0.0020 0.0020 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production 
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Short 
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Khanlar 1511 Import-Sub Manufacture of food products  0.4757 0.4767 0.4029 0.4037 
 1600 Import-Sub Manufacture of tobacco products 0.3509 0.3516 0.0028 0.0028 
 1729 Import-Sub Textile industry 0.1158 0.1159 0.0205 0.0205 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0173 0.0174 0.0021 0.0021 
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 2010 Import-Sub 
Wood working and wood products and cork 
products 0.2070 0.2074 0.0007 0.0007 
 0111 Import-Sub Agricultural crops 0.0235 0.0235 0.0020 0.0020 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0454 0.0457 0.0172 0.0173 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0307 0.0309 0.0097 0.0098 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0052 0.0052 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0085 0.0085 0.0146 0.0147 
 2899 Import-Sub Manufacture of fabricated metal products 0.1242 0.1245 0.0513 0.0515 
 3430 Import-Sub Manufacture of machinery and equipment 0.0084 0.0084 0.0072 0.0072 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1241 0.1244 0.0134 0.0134 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1480 0.1489 0.0319 0.0321 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0036 0.0037 0.0028 0.0029 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0010 0.0010 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0368 0.0368 0.0231 0.0231 
  0122 Import-Sub Livestock products 0.2566 0.2570 0.0027 0.0027 
        
Khizi 1511 Import-Sub Manufacture of food products  0.4570 0.4580 0.3871 0.3879 
 1600 Import-Sub Manufacture of tobacco products 0.3372 0.3378 0.0026 0.0027 
 1729 Import-Sub Textile industry 0.1113 0.1117 0.0197 0.0198 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0167 0.0167 0.0020 0.0020 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1989 0.1998 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0226 0.0226 0.0019 0.0019 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0436 0.0441 0.0165 0.0167 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0295 0.0295 0.0093 0.0093 
 2411 Import-Sub Chemical industry 0.0002 0.0002 0.0050 0.0050 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0081 0.0081 0.0141 0.0141 
 2899 Import-Sub Manufacture of fabricated metal products 0.1194 0.1195 0.0493 0.0494 
 3430 Import-Sub Manufacture of machinery and equipment 0.0081 0.0081 0.0069 0.0069 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1193 0.1195 0.0129 0.0129 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1422 0.1479 0.0306 0.0319 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0035 0.0035 0.0027 0.0027 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0009 0.0009 0.0005 0.0005 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0353 0.0354 0.0222 0.0222 
  0122 Import-Sub Livestock products 0.2466 0.2472 0.0026 0.0026 
 
Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production 
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Yardimli 1511 Import-Sub Manufacture of food products  1.1379 1.1409 0.9637 0.9663 
 1600 Import-Sub Manufacture of tobacco products 0.8395 0.8415 0.0066 0.0066 
 1729 Import-Sub Textile industry 0.2770 0.2773 0.0490 0.0490 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0415 0.0416 0.0050 0.0050 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.4953 0.5081 0.0016 0.0016 
 0111 Import-Sub Agricultural crops 0.0562 0.0564 0.0048 0.0048 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.1086 0.1088 0.0411 0.0411 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0734 0.0736 0.0232 0.0232 
 2411 Import-Sub Chemical industry 0.0004 0.0004 0.0124 0.0124 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0202 0.0203 0.0350 0.0351 
 2899 Import-Sub Manufacture of fabricated metal products 0.2972 0.2979 0.1228 0.1231 
 3430 Import-Sub Manufacture of machinery and equipment 0.0202 0.0202 0.0172 0.0173 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.2969 0.2977 0.0321 0.0322 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.3540 0.3548 0.0762 0.0764 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0087 0.0088 0.0068 0.0068 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0023 0.0023 0.0012 0.0012 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0879 0.0885 0.0552 0.0555 
  0122 Import-Sub Livestock products 0.6139 0.6151 0.0065 0.0065 
        
Yevlakh 1511 Import-Sub Manufacture of food products  0.5439 0.5450 0.3638 0.3646 
 1600 Import-Sub Manufacture of tobacco products 0.4982 0.4994 0.4335 0.4346 
 1729 Import-Sub Textile industry 0.2057 0.2062 0.4606 0.4617 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.4616 0.4625 0.4219 0.4228 
 2010 Import-Sub 
Wood working and wood products and cork 
products 5.2055 5.2107 0.1742 0.1744 
 0111 Import-Sub Agricultural crops 0.5530 0.5543 0.3909 0.3918 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.4067 0.4076 4.4087 4.4183 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.4433 0.4442 0.4683 0.4693 
 2411 Import-Sub Chemical industry 0.5667 0.5705 0.3445 0.3468 
 2519 Import-Sub Manufacture of rubber and plastics products 0.5164 0.5197 0.3755 0.3778 
 2899 Import-Sub Manufacture of fabricated metal products 0.4936 0.4948 0.4800 0.4812 
 3430 Import-Sub Manufacture of machinery and equipment 0.7038 0.7055 0.4374 0.4384 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.5484 0.5499 0.4180 0.4191 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.4753 0.4762 0.5961 0.5972 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 1.2522 1.2557 0.4645 0.4658 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.3976 0.4004 0.4025 0.4054 
 3610 Import-Sub Manufacture of furniture manufacturing  1.4076 1.4115 1.0606 1.0635 
  0122 Import-Sub Livestock products 0.3976 0.3987 0.3367 0.3376 
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Continued Appendix Table 6: Long and short term elasticities of price and income for Azerbaijan regional production 
Regions ISIC Classification Products 
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Zagatala 1511 Import-Sub Manufacture of food products  1.0120 1.0142 0.8571 0.8589 
 1600 Import-Sub Manufacture of tobacco products 0.7466 0.7478 0.0059 0.0059 
 1729 Import-Sub Textile industry 0.2464 0.2469 0.0436 0.0437 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0369 0.0370 0.0045 0.0045 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.4405 0.4426 0.0014 0.0014 
 0111 Import-Sub Agricultural crops 0.0500 0.0502 0.0042 0.0042 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0966 0.0970 0.0365 0.0367 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0653 0.0654 0.0206 0.0207 
 2411 Import-Sub Chemical industry 0.0004 0.0004 0.0110 0.0114 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0180 0.0180 0.0311 0.0312 
 2899 Import-Sub Manufacture of fabricated metal products 0.2643 0.2659 0.1092 0.1099 
 3430 Import-Sub Manufacture of machinery and equipment 0.0179 0.0180 0.0153 0.0154 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.2641 0.2652 0.0285 0.0287 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.3149 0.3182 0.0678 0.0685 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0078 0.0078 0.0061 0.0061 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0020 0.0023 0.0011 0.0012 
 3610 Import-Sub Manufacture of furniture manufacturing  0.0782 0.0787 0.0490 0.0494 
  0122 Import-Sub Livestock products 0.5460 0.5501 0.0058 0.0058 
        
Zardab 1511 Import-Sub Manufacture of food products  0.4011 0.4035 0.3397 0.3417 
 1600 Import-Sub Manufacture of tobacco products 0.2959 0.2980 0.0023 0.0023 
 1729 Import-Sub Textile industry 0.0976 0.0984 0.0173 0.0174 
 1920 Import-Sub 
Manufacture of leather, leather products and 
footwear 0.0146 0.0147 0.0018 0.0018 
 2010 Import-Sub 
Wood working and wood products and cork 
products 0.1746 0.1751 0.0006 0.0006 
 0111 Import-Sub Agricultural crops 0.0198 0.0199 0.0017 0.0017 
 2221 Import-Sub 
Publishing, printing and reproduction of recorded 
materials 0.0383 0.0413 0.0145 0.0156 
 2320 
Export-
oriented 
Manufacture of coke and refined petroleum 
products 0.0259 0.0261 0.0082 0.0082 
 2411 Import-Sub Chemical industry 0.0001 0.0001 0.0044 0.0044 
 2519 Import-Sub Manufacture of rubber and plastics products 0.0071 0.0072 0.0123 0.0124 
 2899 Import-Sub Manufacture of fabricated metal products 0.1047 0.1056 0.0433 0.0436 
 3430 Import-Sub Manufacture of machinery and equipment 0.0071 0.0072 0.0061 0.0061 
 3110 Import-Sub Manufacture of electrical machinery and apparatus 0.1047 0.1054 0.0113 0.0114 
 3250 Neutral 
Manufacture of radio, television, communication 
equipment and apparatus 0.1248 0.1260 0.0269 0.0271 
 3210 Import-Sub 
Manufacture of medical, precision and optical 
instruments, watches and clocks 0.0031 0.0031 0.0024 0.0024 
 3410 Import-Sub 
Manufacture of motor vehicles, trailersand semi-
trailers 0.0008 0.0008 0.0004 0.0004 
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 3610 Import-Sub Manufacture of furniture manufacturing  0.0310 0.0315 0.0194 0.0198 
  0122 Import-Sub Livestock products 0.2164 0.2176 0.0023 0.0023 
   Total Average 0.2104 0.2376 0.0675 0.0785 
 
